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Year 2006

The good market situation and our enhanced operational efficiency contributed
to our profitability improvement in 2006, and, finandially, it was the best year in
Metso's history. We implemented our profitable growth strategy in 2006 and

grew our business both organically and through acquisitions.

Good market situation continued

Our operating environment remained favorable throughout
the year. Order intake continued brisk, and the order
backlog at year-end was very strong. The construction,
mining and energy industry markets were excellent and
the pulp and paper industry markets good. The demand
for aftermarket services was also good. We estimate the
overall favorable demand to continue also during 2007.
Read more about operating environment and market
situation on pages 13-14.

We increased local presence
in emerging markets

We aim to increase our local presence in growing markets
near our customers.

The paper machine factory we acquired in China,
today Metso Paper Technology (Shanghatb), strengthens
Qur competitiveness in Asia’s paper and board machine
markets. Having the factory in China will enable us to
also produce strategic core compenents for our paper
machines in future. We expanded Metso Minerals' produc-
tion facility in Tampere, Finand, and opened a new factory
manufacturing crushing and screening equipment
in Columbia, South Carolina, in the United States. We
increased foundry capacity in Brazil, South Africa, India and
Finland. During the year we also boosted the efficiency of
procurements and cutsowrcing. Qur procurement volurmes
have increased the most in South America and Asia. Our
aim is to utilize global supply chains and countries with
lower cost levels for our procurernents.

We upgraded our financial targets

We upgraded our financial targets in Gctober 2006. The
raised financial targets are an indication that we have the
resources to invest in growth, without compromising
the continucus improvement of current operations. We
also upgraded our dividend policy. Read more about our
financial targets on pages 10-11.

Growth through
complementary acquisitions

We are pursuing average annual net sales growth of over
ten percent, both organically and through complementary,
value-enhancing acquisitions. In line with our profitable
growth strategy, in 2006 we made a few complementary
acquisitions.

The bigaest acquisition was the acquisition of Aker
Kvaerner's Pulping and Power businesses. The acquired busi-
nesses were transferred to our ownership on December 29,




December 29, 2006. The acquisition enables us to
deliver complete pulp mills, modernizations and mainte-
nance services and 1o serve new customers in the power
industry. Read more abour the acquisition on page 7 and
in Metso Paper's business review on page 30.

Focus on aftermarket services

Our aim is to transtorm from a product-focused company
10 a service company, and to sirengthen the position of
the aftermarket business throughout Metsa.

During 2006 we supported growth in the aftermarket
business by acquiring two companies in Sweden that
specialize in the aftermarket business and serve the mining
and paper industry. During the year Metso Paper opened a
roll services site in Borlinge, Sweden, and finalized a deci-
sion to expand the Wuxi service center in China. Metso
Minerals focused on the development of customer service
products. The aim is 1o improve the selling of services, and
to ensure service quality and competitive production.
Metso Autemation opened two new valve service centers,
one in Concepcion, Chile, and the cther in St, Petersburg,
Russia. Additionally, the number of service persannel both
in growing and in developed markets was increased.
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Metso Corporation

Metso at a glance

Metso is a global engineering and technology corporation with 2006 net sales of approximately EUR 5.0 billion. Some 25,500
employees in mere than so countries serve customers in the pulp and paper industry, rock and minerals processing, the

energy industry and other selected industries.
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Metso's operations are divided into three Business Areas: Metso Paper, Metso Minerals and Metso Automation.
Metsa’s shares are listed on the Helsinki and New York stock exchanges.
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CEOQ's review

Profitable growth strategy brings results

Dear shareholder,

Metsc aims to be a profitably growing company that delivers
value for our sharehoiders. In 2006 we made good progress
with our strategy of profitable growth. For the second year
in a row our net sales increased well over 10 percent. Alsc our
profitability improved in our main businesses.

The good financial development and the continued
favorable market situation reflected also on the increased
value of Metso’s share. Metso's market capitalization rose by
65 percent during the year and climbed to a record high of
nearly six billion euros at the beginning of 2c07. Taking into
account the increase in the share price and the dividend
paid, the return on Metso's share was 71.5 percent in 2006.

The good progress in the emerging markets continued

We saw a 20 percent increase in new orders compared to
the previous year, and we started this year with a record-
high and solid order backlog. Over 8o percent of this EUR 3.7
billion order backlog is scheduled for delivery this year. The
delivery of a few of the larger paper machine and mining
equipment orders will take place next year.

| am especially pleased with the good progress in the
rapidly growing new markets. Already about half of our
orders came from the so-called new markets of Asia, South
and Central America, Asia-Pacific and Eastern Europe. The
development was more stable in our traditional markets in
Europe and North America.

The solid development of the new markets was driven by
the strong growth in national econemies, growth thatin turn
fuels pulp and paper industry investments, infrastructure
development and the use of minerals. Good demand for
our products and services is expected to continue on these
markets also in 2007.

To ensure our ability to respond to the growing demand
and to serve cur custcmers operating on these markets in
the best way possible, we are continuously developing our
local presence in sales, service, engineering, procurements
and manufacturing. In fall 2006 we acquired a factory that
manufactures smaller paper machines and machine compo-
nents. Located near Shanghai, this acquisition significantly
strengthens the services for our Chinese paper and board
customers.

Responding to the changing needs of our customers

Our purpose, Engineering Customer Success, indicates that
Metso's profitable growth is based on customer-oriented
operations. We succeed by offering competitive and
reliable selutions that help our customers strengthen their
own competitiveness. We want to improve our customers’

production processes, productivity and profitability in the
long-term, throughout the life cycle of the production line.

Customer orientation requires the continuous develop-
menit of our operations. We want to ensure that our produc-
tion capacity and the operations of our entire supply chain
meet Metso's overall quality requirements. We are continu-
ously develeping our own offering to correspond with the
changing needs of our customers.

One of the milestones last year was the acquisition of the
Putping and Power businesses, which significantly strength-
ened our offering to the pulp and paper industry. We also see
very promising business opportunities in power production
and in biemass technology.

Life-cycle management of equipment or processes
requires strong expertise also in the aftermarket business.
With the exception of the mining and construction industry
services, the development of our aftermarket business in
2006 was not brisk enough. n fact, in this sector there are
still plenty of opportunities for us — especially in the devel-
opment of aftermarket services for the pulp and paper
industry.

Looking ahead

The foundation for Metso's development is solid: Our order
backlog is strong and the market situation is expected to
continue favorably. And with our expanded scope of opera-
tions, we believe Metso's profitable growth will continue also
this year. [n fact, our goal is to grow into a company with net
sales of over six billion euros by the end of the year.

To ensure the growth, we will be investing in supply chain
management and in removing production bottlenecks. We
will also continue to strengthen our presence in emerging
markets. Other areas of focus will be the growth of our after-
market business as well as operational excellence —especially
the continuous improvernent of our quality and productivity.
As we move ahead in these areas, we have every reason
1o believe that Metso has a strong platform to grow and
prosper — in 2c07 and beyond.

In conclusion, lwant to thank cur customers for their good
cocperation and our ather partners for their swillingness to
participate in Metso's growth. Our employees deserve a big
round of applause for the successful year. And our share-
holders, | thank you for the interest and confidence you have
demonstrated.

Jorma Eloranta
President and CEQ
Metso Corporation
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Financial performance in 2006

Consistent profitable growth

The favorable market situation prompted brisk order intake throughout our busi-
nesses. Qur net sales clearly exceeded our growth target of over 10 percent and
our operating profit improved substantially.

Into 2007 with a solid order backlog

Metso's orders received increased by 20 percent and growth
came from all Business Areas. The growth in orders was
proportionally strongest st Metso Minerals and Metso Auto-
ration. At the end of 2006 order backlog was EUR 3,737 million,
which included the EUR 727 million crder backlog from the
Pulping and Power businesses acquirad from Aker Kvaerner,
8o percent of the ordes backlog will be delivered in 2007. With
continuous demand for aftermarket services, this creates a
good basis for the strong volume growth to continue.

Strang growth in our net sales and operating profit

Qur net sales rose by 17 percent for the second year in a
row. The growih was attained mainly organically and was
due both to the continuing good market situation and 10
strengthened competitiveness. The growth was attributable
1o all Business Areas, but was strongest at Metso Minerals.
The largest individual countries in terms of net sales were the
United States, Brazil, China, Fintand and Germany.

Our aperating profit was EUR 457.2 million, or .2 percent
of net sales. The improvement in profitability was mainly
attributable to strong volume growth, especially at Metso
Minerals, Metso Paper and Metso Automation also improved
their operating profits, The operating profit of Metso Ventures
was affected by the losses of Metso Panelboard.

The mast significant nonrecurring items affecting our
2006 financial results were the EUR 10 million reorganiza-
tion and integration expenses that Metso Paper recorded
in the fourth quarter. Also Metso Ventures recognized EUR 9
million nenrecurring costs resulting from Metso Panelboard’s
restructuring and a gain of EUR 1o million from the divest-

ment of Metso Powdermet AB in the last quarter.

The selling, general and administrative costs remained
low in spite of the strong growth. Gross margins improved
during the year at Metso Minerals and Metsc Automation.
Due to the small proportion of aftermarket sales and certain
low-margin project deliveries, there was no improvernentin
Metso Paper’s gross margins,

Metso's net financial expenses decreased to EUR 36 miltion
as a result of continuing strong cash flow from operating
activities. Metsa's profit from continuing operations before
taxes was EUR 421 million. In 2006, we recognized nonrecur-
ring deferred tax assets totaling EUR 87 million with a posi-
tive impact on the income statement with respect to our
US. operations where we had unrecognized tax losses and
other temporary differences between accounting and taxa-
tion. In 2006, cur 1ax rate, excluding the recorded deferred
tax assets of EUR 87 million, was 23 percent. The tax rate for
2007 15 estimated to be about 30 percent.

The profit attributable to shareholders was EUR 405 million,
corresponding to earnings per share of EUR 2.89. Excluding
the nonrecurring deferred tax assets of EUR 87 million, ean-
ings per share were EUR 2.28. The return on capital employed
was 22.2 percent and the return on equity was 30.3 percent.

Strong cash flow and balance sheet enable
growth also through acquisitions

The free cash flow was EUR 327 million, The increase in inven-
tories and receivables due to volume growth was compen-
sated by the increase in accounts payable and advances
received. Our gross capital expenditure, excluding acquisi-
tions, was EUR 131 million,

02 03 G4 05 06

02 03 04 05 06

—— Operating margin, %
2003 excluding goodwill impairment
2004 excluding reversal of the Finnish pension liability (TEL}
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The acquisition of the Pulping and Power businesses
increased net interest-bearing liabilities by EUR 261 million,
and they totaled EUR 454 million at the end of the year.
(Gearing was 30.8 percent.

The equity to assets ratio was 36.1 percent. In fali 2008,
Moody's Investor Setvice and Standard & Poor's Ratings
Services upgraded the long-term credit ratings of Metso. At
the end of 2006, our cash and liquid assets totaled approxi-
mately EUR 370 million. Qur balance sheet will remain strong
also after the proposed dividend payment totaling EUR 212
millien. This enables growth afso in the future through acqui-
sitions that enhance shareholder value and are a good fit
strategically.

Favorable trend in shareholder return

Metso's favorable development was mirrored also in the
increased share price and active share trading. Metso's market
capitalization increased by 65 percent and was EUR 5,406
million at the end of 2006,

The Helsinki Stock Exchange traded 267 million Metso shares,
equivalent to a turnover of ELUR 8,123 million. The New York Stock
Exchange traded 5 million Metse ADRs {American Depository
Receipts), equivalent to a turover of USD 175 million.

Taking into consideration the increase in the share price
and the dividend paid, the return on Metso’s share was 71.5
percent in 2006. The 2005 return was 101 percent.

According ta the dividend policy approved by our Board
of Directors, we will distribute an annual dividend of at least
half of earnings per share to our shareholders. It is proposed
that a dividend of EUR 1.50 per share be distributed for 2006.
Thus, the effective dividend yield is 3.9 percent (2006: 6.0%0).

Financial performance in 2006

to the pulp and paper industries. Furthermore, we see very
promising business apportunities in the power industry and
biomass technelogy.

The net sales of the Pulping and Power businesses trans-
ferred to Metso were approximately EUR oo million in 2006
and the number of employees was approximately 2,500. The
acquired Pulping and Power businesses were cansolidated
into Metso's balance sheet at December 31, 2006, but they
have no effect on the income statement. The estimated acqui-
sition price is EUR 341 million including the EUR 6 million in
costs related to the acquisition and EUR 52 million in acquired
net cash. We estimate that the annual cost-based synergies to
be derived from the acquisition amount to EUR zo~25 million.
About one third of this is estimated to be realized during 2007.
The one-time costs arising from the integration are estimated
to be approximately EUR 10 million and they are estimated
to be realized mainly during 2007.

Growth on developing markets

The growth in new crders in 2006 was strongest in the Asia-
Pacific region. The value of orders received from the BRIC
countries (Brazil, Russia, India and China) was more than
50 percent up on 2005, These countries accounted for a 23
percent in our order intake, compared 1o 19 percent in the
previous year.

Mixed development in the aftermarket business

The share of aftermarket business decreased to 36 percent of
net sales due to the strong growth in project and equipraent
deliveries. In terms of euros, the aftermarket business volume
increased by 10 percent to CUR 17 billion. The growth came
from Metso Minerals, fuelled by the high utilization rates in the
mining and construction industry, There was minimal growzh in
Metso Paper and Metso Autermation's aftermarket business.

Many opportunities to further improve our operations

Even though the 2006 financial results were record-satting
for Metso, we still see opportunities to improve our perfor-
mance. The main focus at Metso Paper is on improving profit-
ability. Aftermarket development, continuous improvement
of preductivity and further cutting nen-quality costs remain
on our agenda as a means to further boost our profitability.
in addition, we will be investing in supply chain management
and n securing our delivery capability to respond 1o the
growth especially in Metse Minerals and Metso Automaticn.
We are continuing to strengthen our presence in emerging
markets to secure Metso’s longer-term develcpment.

[ v s, B R atiliem

Net sales

Operating profit

Profit on continuing operations 220 410

ing operations, EUR
inuingand
s, EUR 169 289
S e P
Balance sheel total

Gearing, % 224 30.8
Acauisition of Pulbi dp Cashflow from operations 18R 8A2
cquisition of Pulping and Power Free cash flow 106 327

businesses completed

In December we completed the acguisition of the Pulping
and Power businesses from Aker Kvaerner. The acquisition will
significantly improve our capabllities as a full-scope supplier

* Board proposal
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Vision, strategy and financial targets

Vision and strategy

Since 2005 we have implemented our strategy of profitable growth and our
management focus has shifted from restructurings to profitable growth. This
strategy was further defined in 2006. Our goal is to fully exploit the opportunities
offered by the favorable market situation, to increase our aftermarket business
and to secure continuous growth and sustainable profitability over business
cycles. At the same time we are continuing measures to improve profitability,
particularly in those businesses where profitability is clearly below the targeted
levels.

COMMON STRATEGIC GOALS
TOWARDS THE VISION

Qur purpose is , Customer satisfaction

Engineering Customer Success » Solutions that best meet the customer needs throughout
the process life cycle

» Customer-oriented approach in all operations

» Strong local presence globally

» Leading technoiogy

|
|
. |

Our values - Operational excellence
» Customer’s Success » Continuous productivity and quality improvement
» Profitable innovation » World class business, management and people processes
. - » Professional devetopment » Profitability and growth exceeding our peers
: » Personal commit?nent » A great place to work '

] . ‘ /
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Vision, strategy and financial targets

Purpose

Qur purpose — Engineering Customer Success — combines
our strong engineering know-how with customer success.
It defines the foundation for our existence and at the same
time reinforces the direct correlation between our customers’
success and our own success.

QOur custamers expect us to deliver productivity, competi-
tiveness and environmental benefits throughout the life
cycle of their processes. Even the moest advanced tech-
! nology is not good encugh if it doesn't help our customers
to succeed.

Vision

Our long-term vision is to become the industry benchmark,

QOur vision statement — We want 10 become the industry

benchmark - describes where we want to go and what we

want to achieve.

For us, being the industry benchmark means that

b Our solutions best meet our custormers' needs.

B We are the market and technclogy leader in the chosen
industries.

b We are the leading company in operational excellence.

P We are the preferred employer.

b We generate the best shareholder value in our peer

group.
Strategic goals

Cur leng-term strategic goals are based on our purpose
Our vision staternent, values and ethical principles. Strategic goals form
‘ the roadmap that guides us towards our vision. The stra-
tegic goals are related to improving customer satisfaction,
the industry benchmark . strengthening market position and boosting operational
efficiency. The strategic goals create a permanent founda-
tion for the establishment of shorter-term management
agendas.

We want tc become

Management agendas

Metso's management agenda for 2007-2009 defines the stra-
tegic focus areas and priorities to attain profitable growth.
Our growth will support sustainable profit devetopment
and strengthen our market leadership position in selected
Business Arzas.

To maintain sustainable performance over business cycles,
the focus is especially on establishing a more global and
flexible operating model and on growing the aftermarket
business,

b Growth

QOur goal is o fully exploit the growth appertunities provided
by the favorable market situation in our customer indus-
tries by developing and providing customers with leading,
reliable solutions. Cur goal is to develop the aftermarket
business iny all Busingss Areas and to strengthen our market
pasition in rapidly growing markets.

Metso Annual Review 2006




Vision, strategy and financial targets

« Our strategy focuses more clearly on growth. »

We will also use complementary acquisitions to
strengthen our market and technology leadership and, thus,
support our growth strategy.

Profitability

Our goal is to continue actions to improve and maintain
profitability over business cycles and to reduce the vola-
tility of earnings. We also aim to strengthen our presence in
emerging markets throughout the value chain.

wWe will further enhance our productivity, quality and cost
competitiveness by developing our business infrastructure,
support functions and management processes throughout
Metso.

Aftermarket business

Our goal is to transform from a product-oriented company 1o
a service-criented company. This will require that the status
of the aftermarket business is strengthened throughout
Metso and the best possible competencies are used 10
develop aftermarket business concepts and new service
products.

We will use complementary acquisitions to support local
services close to our customers as well as our product and
service offering in the aftermarket business.

b Global competencies

Ous goal is to develop our global competence base so that
our customers all over the world will have access to local
high-quality solutions. I emerging markets, for example, this
will mean strengthening our procurement, production, engi-
neering, customer support and aftermarket operations.

Our strategy of profitable growth and our transformation
into a more service-oriented company requires new strategic
initiatives and innovations as well as new know-how. We
are actively developing our management and compensa-
tion systemns to encourage all of our employees to actively
participate in the strategy implementation and o motivate
them to pursue our common goals.

Our Business Area management agendas form a basis
for action plans and programs that will be implemented
during the strategy pericd and that target growth and the
continuous improvement of our competitiveness and profit-
ability.

Financial targets

As a result of our positive financial development and the
continued favorable market situation, we updated our finan-
cial targets in October 2006. The following new financial
targets, which concern the companiy as a whole, replaced
the previous targets set in 2005;

Growth

we target annual net sales growth of more than 1o percent
on average. Growth will be attained both organically and
ihreugh value-enhancing complementary acquisitions.
Major acquisitions with a significant impact cn our opera-
tions, such as the acquisition of the Pulping and Power busi-
nesses, come on top of this 10 percent growth target.

Profitability

Qur target is for an operating profit margin (EBIT-%) of more
than 10 percent.

. Delivering|profitablelgrowth]
(R o

Net sales
growth of over
1086 annually

Strategic initiatives [Emerginglmarkets) Vatue-enhancing acquisitions
Growing customer industries SNREIcountresyBraz MEUssiay - Strategic fit
Aftermarket business potential ndiafdhina)] - Financial fit
New business concepts, products S nreasedlsa efandienvice] - Feasibility
and services jpresencel
Efficient, giobal business BN YocallsourcingYprodugtionfand,
processes BRI
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b Capital structure

Our target is that our key financial indicators, capital struc-
ture and cash flow metrics to support a sclid credit rating.

t Dividend policy

Qur target is to distribute at least so percent of annual earn-
ings per share as dividends or in other forms of repatriation
of capital.

Management agendas
vary by Business Area

Our increased financial targets indicate that we currently
have the ability and the resources to fully invest in growth,
without compromising the continuous improvement of our
current operations. The situation and operating environment
of our Business Areas differ from each other and therefore
the management agendas vary by Business Area.

Metso Paper's most important goal is to ensure profit-
ability improvement and growth in the aftermarket busi-
ness. The successful integration of the Pulping and Power
businesses as a part of Metso and exploiting the new busi-
ness opportunities afforded by the acquisition is also critical.
Achieving our goals requires the continuous development
and market iaunch of innovative products, services and busi-
ness concepts that bring added value to our customers, At
the same time, we will continue to focus on quality, produc-
tivity and cutting the production costs.

Metso Minerals is focusing on fully exploiting the good
demand in the mining, construction and metal recycling
industries. The goal is also to strengthen the market posi-
tion in emerging markets, to increase delivery capacity and
to invest in securing technelogy leadership. A particular
emphasis in R&D is the engineering of new cancepts and
products related to life-cycle services. Metso Minerals’ new
customer-oriented operating model supports the achieve-
ment of these goals. Since the beginning of 2co7, the Busi-
ness Lines have been restructured according to the three
main customer segments — Construction, Mining, and Recy-
cling. The change aims to make customer service more effi-

Vision, strategy and financial targets

cient and 1o ensure good profitability also in weaker business
cycles than today.

Metso Automation aims 1o grow net sales and to ensure
sustainable profitability. These targets will be pursued by
strengthening the presence in emerging markets and by
growing the aftermarket business. In order to better serve
its selected customer industries, Metso Automation is
expanding its product offering with an efficiently managed
R&D portfolio and strong R&T investments.

Outlook for 2007

The overall market situation for Metsc is expected to remain
favorabte in 2007,

Thanks to the strong order backlog, the continuing favor-
able market situation and the expanded business scope, our
net sales in 2007 are estimated to increase by more than 20
percent on 2006, and our operating profit is estimated to
clearly improve.

It is estimated that the operating profit margin in 2007
will be slightly below our target, which is over 10 percent. The
estimates concerning Metso's net sales and operating profit
do not include changes resulting from any future acquisi-
tions or divestitures.

We will discuss our future outlock in more detail in the
Board of Directors’report on page 56.

[ Gl e ety 0 |
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Values and ethical principles

Values and ethical principles create the
foundation of our operations

express our views, we wark diligently to achieve mutually
agreed targets,
» Professional development

We are willing to learn - alse from each other. We regard
professional development as an integral part of our work.
We welcome new challenges and tackle them to the best
of our abilities. The weil-being of our working community is
of paramount importance 1o us,

T T

Ethical principles

Ethical standards and principles support the sustainable

Our values and ethical principles ensure that we operate
consistently and uniformly, independent of the country and
Business Area.

developrment of our business and provide us and our siake-
holders with commonly accepted guidelines and perspec-
tives for future decisions. They create uniformity in all our

— business transactions and work assignments.

Values

Qur values form the guideline for business operations and
everyday work. They also guide our operations over the long
term, » Respect for human rights

» Customer success » Equal opportunities and non-discrimination
Profitable business is passible only through aur customers’ » Respect for intellectual property
success. We develop solutions that predict our customers' » Rejection of corruption and bribery
future needs and take environmental factors into account, P Health and safety
In serving our customers we commit ourselves to high stan- » Community involvement and sponsorship
dards and professional performance, » Protection of the environment

» Profitable innovation » Ethical standards of suppliers
We create added value for our customers and owners
through innovation. We are ready to question current prac-
tices and abandon obsclete ones. We utilize and combine
the vast and diverse knowledge of the entire organization.
Our grawth is based on creativity and healthy risk-taking
in @ working environment that encourages and rewards
innovation,

» Personal commitment
As we finish what we undertake and accept ownership
of and responsibility for our actions, we can always be
trusted, We are direct and honest in cur communication
and respect cultural differences. Even though we copenly

» Integrity
» Compliance with laws and regulations
» Transparency and openness

Metso's sustainable growth is also supported by

the United Nations Global Compact initiative

We signed in 2006 the United Nations Global Compact
initiative, By supparting this initiative, we commit 1o volun-
tarily working to advance human rights, labor standards, the
environment, and anticorruption.

& Additional information about our ethical principles:
b www.metso.com > About us > Ethical principles
b Metso's Sustainability Report 2006 »
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Metso operates in growing markets

Metso's largest customer industry is the pulp and paper industry, second largest
Is the mining and construction industry and third is the energy industry. We esti-
mate that the demand for our most important products will grow in the years

ahead.

Many factors affect the demand for our products and services

as well gs our financial position. The size of our target markets

and business cycies form the basis for our growth opportuni-
ties. We closely monitor the development of our operating

environment and the competition situation.

Target markets

We operate in industry segments that are sensitive to busi-
ness cycles. In the long-term, the effects of cyclical fiuctua-
tions are offset by the geographical scope of our aperations,
the wide range of customer industries we serve, and the
more consistent aftermarket business, which accounts for
more than a third of our net sales. Also our flexible operating
model and cost structure as well as increased ouisourcing in
the preduction ¢hain support cur profitability through the
different business cycles,

We have determined that our target markets are of EUR 37
billion in size. Our target markets cover the customer industries
or the parts of them that use machines, equipment or services
manufactured or supplied by Metso or our competitars.

Pulp and paper industry

We estimate the size of the pulp and paper industry target
market to be about EUR 14 billion, of which aur market share
is about 15-20 percent. The aftermarket business accounts
for less than half of the total market. The pulp and paper
industry is our most important customer industry; about 9o
percent of Metsc Paper’s net sales and approximately half of
Metso Automation’s net sales come from deliveries to this
customer industry.

Metsc Paper’s net sales are divided among three catego-
ries, with about 30 percent attributable both to the after-
market business and to rebuilds and process improvements,
and about 40 percent 1o new machine sales,

Changes in pulp and paper consumption, price trends in
pulp and in different paper and board grades, investments
by the pulp and paper industry, capacity utilization of manu-
facturers and recrganizations in their production structures,
as well as changes in environmental legislaticn and energy
and raw material prices affect the business operations of
Metso Paper and Metso Automation.
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Metslc Minerals' target market in the m\nlnq and construction industry
is about £UR 12 billion. Metso's equipment runs smoothly and reliably in
Western Austratia’s Telfer gold mine owned by Newcrest Mining Limited
Pictured are Metso's Area Manager Paul Bernhardt and Newcrest
Mining Limited's Project Manager Sanjiv Me‘xchanda.

Mining and construction industry

We estimate the size of the mining and construction target
markets to be about EUR 12 billion, of which our market share
is approximately 15-20 percent. The size of the construction
target market is about EUR 7 billion, the mining industry
market about EUR 4 billion and the metal recycling market
about EUR 1 billion. The aftermarket business accounts for
about half of the total market as well as half of Metso Minerals’
net sales. Approximately 50 percent of Metso Minerals' net
sales are from deliveries to the mining industry, 40 percent
fram the construction industry, and some 1o percent from
the metal recycling industry.,

The mining and metal recycling industries” willing-
ness to invest is affected by eg. changes in the balance of
supply and demand for metals and the prices for metals
and minerals. The increased buying power and industrial
praduction in emerging markets have boosted demand
for mining and metal recycling industry products, and we
estimate that this structural change will have a positive
affect on demand also in the long-term. The level of road
netwark and other infrastructure investments affects the
demand for aggregates and the development of the entire
construction industry.

The metal recycling industry’s demand is affected by the
demand for scrap metal and metal prices. Another factor
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affecting the demand for metal recycling equipment is the
degree of recycling infrastructure development in different
countries. For example, the use of electric arc furnaces using
scrap metal as the raw material for making steel is increasing.

Energy industry

Qur target markets in energy industry is divided among
oil and gas upsiream, power generation, and energy and
pracess automation. We estimate the size of the energy
industry target market to be about EUR 11 billien, of which
our market share is about 5 percent.

We estimate the size of the oil and gas upstream industry
target market to be about EUR 5 billion. An increasingly
bigger share of Metso Automation’s net sales comes from
deliveries to this sector,

The increasing need for energy and traffic fuels, partic-
ularly in developing economies, affects the oit and gas
upstream industry’s growing demand. In addition to
increased demand, the shortage of refining capacity has
contributed to the increased oil and gas prices.

We estimate the size of the power generation industry
target market to be about EUR 3 billion. The impertance of
the sector is emphasized in Metso's operations; as a result of
the acquisition of the Power business, 10 percent of Metso
Paper’s net sales comes from Metso Power's deliveries to




Operating environment

«in the long-term, the effects of cyclical fluctuations are offset by the geographical
scope of our operations, the wide range of customer industries we serve, and the
growing role of more consistent aftermarket business. »

the power generation industry outside the pulp and paper
industry. Increased energy consumption, aging power plants
and the growing environmental concerns are bogsting the
demand for Metso Power's products.

The size of the energy and process automnation target
market is about EUR 3 billion. An increasing share of Metso
Automation’s net sales is from deliveries to the energy and
process industry. The demand for energy and process auto-
mation is primarily affected by oil and gas prices. Rising
prices have improved the outlook alse for energy produc-
tion based on coal and renewable rescurces.

Growing demand for our products

The demand for all of cur main products - machines, equip-
ment and services - is estimated to be growing. Looking
ahead to 2014, the demand for machinery and equipment
is projected to grow by 9 percent per year in the mining
industry and by about 7 percent per year in the power gener-
ation industry. The demand for distributed control systems
and valves is projecied to grow by over 5 percent per year,
and the demand for machines and equipment for construc-
tion and metal recycling by about 5 percent per year. The
dermnand for pulp, paper and board machines and the related
services is projected to grow by over 3 percent per year.

Operating environment
of our Business Areas

Metso Paper’s operating environment

We estimate that there will be fewer than ten new, wide
paper machines commissioned in the world annually. On

the other hand, the sizes and speeds of the machines have
increased. The production capacities of new pulp mills have
almost doubled during the last 10-15 years as a result of
advancements in equipment technology.

In their investment decisions our customers are empha-
sizing the return on their investment and are aiming to
continuously reduce the operating and investment costs
of production lines tc secure their competitiveness. This
has been the prevailing trend especially in Europe and
North America. In addition to major capital investments,
our custemers are interested in smaller-scale rebuilds and
process improvements and in maintenance services.

Metso Paper has delivered about half of the world's
paper machine capacity, about 40 percent of the pulping
line and tissue machine capacity and abcut a third of the
board machine capacity. Metso Power has delivered about
40 percent of the pulp industry’s recovery boilers and about
a quarter of the world's industrial-sized bio- and multi-fuel
fluidized bed boilers.

Most of Metso Paper’s net sales still criginate from the
Nordic countries, Western Europe and North America.
Demand for new machines and equipment used in the
production of pulp, paper and board is, however, increasing
faster than average in Asia and Scuth America. The majority
of the new pulp, paper and board mills are built for these
growing markets.

In recent years, over half of the world's new paper and
board production capacity has been built in China, where
paper and beard consumption is increasing as a result
of the rising standard of living, the growing demand for
printed material, and the growth in the manufacturing
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Operating environment

« Demand for new machines and equipment used in the production of pulp, paper
and board is increasing faster than average in Asia and South America. »

industry, which uses packaging materials. The focus of
investments in Europe and North America is on rebuilding
the aging machine and equipment base and on aftermarket
services.

New chernical pulping lines that use fast-growing, short-
fiber eucalyptus and acacia trees from local plantaticns as
a raw material are investment targets, especially in South
America and Southeast Asia. Moreover, labor costs in South
America are lower than in Eurcpe and Narth America. This all
is l=ading to rapidly growing pulp preduction in the region.
China is also expected 1o boost its own pulp preduction as
paper preduction in the area increases, India’s investments in
paper and packaging material production are estimated to
increase in upcoming years along with the country’s strong
economic growth. Investments are estimated to grow also
in Russia, particularly in the pulp industry, along with the
increasing utilization of the country's vast forest resources.

The consumption of packaging board is growing espe-
cially in China, where the lower cost levels have attracted
consumer goods industry companies from Western coun-
tries and Japan. Recycled fiber i1s used increasingly as a raw
material for board and paper and is imported to China mainly
from the United States. The rising dermand for daily consumer
goods in emerging markets requires an Increase alse in the
production of interior packaging maierials in these areas,
Advancements in finishing and printing methods related to
packaging materials has led to higher quality requirements
for boarg, which is reflected in the increased demandg for
board machine rebuilds. Particularly in Europe, the board
machines are being rebuilt 1o produce thinner and lighter
weight grades.

Demand for tissue machines is estimated to grow partic-
ularly in emerging markets, especially in Asia. The demand
on these markets has mainly been for small and low-priced
machines. It is estimated that the demand for the bigger
Through-Air Drying (TAD) machines wilf increase in the
future, especially in North America.

The demand for power generation boilers is developing
favorably. In Narth America and Europe the demand is
boosted by the rebuilding and replacament of old power
production capacity with new multi-fuel solutions that
are more efficient and environmentally friendly. The good
demand is continuing in Asia due 1o strong economic
growth.

Metso Minerals’ operating environment

We estimate that Metso Minerals has supplied about half of
the world's grinding mills and metal recycling equipment in
use, 30 percent of the crushers, and 5 percent of the screens.
The recent strong growth in demand for new machines and
equipment will alse increase the growth opportunities for
aftermarket services. Additionally, in many instances, mining
customers have outsourced their maintenance operations
to focus on their core businesses.

The mining industry annually processes some 5 bilfion
tons of metal ores and 3 billion tons of industrial minerals.
The focus of mining industry investments has shifted to the
southern hemisphere. In North America and Europe, the
mining industry demand is weighted towards the after-
market and service business, although some new mining
projects have also been launched in recent years as a result
of high metal prices. The majority of Metsa Minerals'mining
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«The recent strong growth in demand for new machines and equipment is also
increasing the growth opportunities for aftermarket services in Metso Minerals. »

customers are engaged in hard rock mining. The main metals

mined by our customers are iron, copper and gald, Of these,

iron is produced the most in Australia and Brazil, copper in
South America and the United States, and gold in $outh
Africa.

The most significant factor affecting the increasing
demand for minerals has been the strong economic
growth in China and other developing economies. Mining
companies have tried to respond to the higher demand
by increasing the production capacity of their existing
mines and by initiating new mining projects. High mineral

prices have also made previously unprofitable mining proj-

ects more attractive. However, the mining sector’s lack of
resources, especially of experienced project managers and
engineering persennel, will stakilize the capacity growth
for the longer-term, and, in some cases, investment project
schedules have been postponed. The good business cycle
in the mining industry is expected to continue also in the
upComing years.

Crushed rock is the most commeonly used raw material
in the world. The construction industry, for example, uses
approximately 2o billien tons of aggregates annually. GOP
and population growth increase infrastructure construction
and thus the demand for aggregates. Stricter environmental
requirements limit the use of natural gravel and sand, but
increase the use of crushed rock and also recycled aggre-
gates. To increase operational flexibility and efficiency,
customers are transitioning to the use of mobile crushing
plants instead of stationary ones.

The demand for aggregates is estimated to grow due
te farge-scale infrastructure investments. For example, the
Chinese government is planning to build so,000 kilome-

ters of four-lane roads by 26020. Russia is planning to build
245,000 kilometers of new roads by 2025. The United States
has allocated nearly USD 300 billion for the development
of the country’s transportation infrastructure in 2004-2009.
The new member countries of the European Union need an
estimated 14,000 kilemeters of highways, and the estimated
cost ofimproving the entire European Union traffic network
is EUR 600 billion. One of the infrastructure projects in india
is the Gelden Quadrilateral project connecting four major
cities with 6,000 kilometers of highways. The cost estimate
of this project is USD 5o billion. Additionally, India's nationat
highways development program will expand 10,000 kilome-
ters of roadways into four-lane roads by 2012,

The demand for scrap metal is expected to remain strong
in the upcoming years due to high raw material prices and
strong demand for refined metals. Steel companies are
increasingly using scrap metal in place of virgin iron cre in
their production. The demand for recycled scrap metal is
expected to grow annually by about 5-6 percent.

Metsc Automation’s operating environment

New pulp and paper industry investments are focused mainly
in Asia and South America. The aging machine and equip-
ment base in Europe and North America is increasing the
demand for performance-boosting solutions and services for
production lines. This will increase the importance of auto-
mation in preventive condition monitoring, for example.
The energy industry is in need of increased production
capacity, both in emerging and in developed markets, Active
investments in new producticn capacity and in moderniza-
tions 1o existing plants will continue. Good management of
energy production and its environmental impact requires
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Operating environment

« The energy industry is in need of increased production capacity in many countries,

both in growing and in emerging markets. »

the application of diverse auiomation and flow conirol solu-
tions in production, Various biofuels, like ethanol, are quickly
emerging alongside fossil fuels. Growthin the production of
viofuels is also expected to increase the demand for autorma-
ticn products.

The current oil refining capacity is insufficient in relation
to the demand for end products, because of the increased
consumption in emerging markets in particular. This has
led 1o a sharp rise in the price of crude oil and petroleum
products as well as to the construction of new refining
capacity, particularly in the Middle East and Asia, and to the
modernization of existing production plants. In its opera-
tions Metso Autamation takes into consideration also the
increased safety and environment-related requirements of
its customer industries.

Aftermarket operations, including life cycle, expert and
maintenance services 1o improve the performance of facto-
ries and plants, make up about one quarter of Metso Auto-
mation’s business. In addition, a significant part of sales is
similar to the aftermarket business, L.e. new equipment sales
1 replace previously delivered equipment.

Business Area competition situations

Metso Paper's competition situation
Metso Paper has only a few significant competitors in new

pulp and paper machines and complete production lines.
In the aftermarket business and tissue machines, however,

it has several competitors. Critical factors in terms of paper,
board and tissue machine sales include machine perfor-
mance and technology, the supplier’s process know-how,
delivery time, price, service availability, long-term customer
relationships and previous references. in the aftermarket
business, the key competitive factors in particutar are local
presence and operations naar the customer, expertise, price,
availability and technelogy.

Critical competitive factors in Metso Power’s operations
include the supplier’s process know-how, life-cycle costs,
technology and cost efficiency. There are only a few signifi-
cant global competitors in the chemical recovery and fluid-
ized bed bailer technology we represent, but the solutions
compete alsc with other power generation technelogies.

Metso Minerals’ competition situation

Metso Minerals' main competitars in sales of new machines
and complete production plants are global companies.
Additionally, Metso Minerals has several local and regional
competitars, especially in lighter eguipment. Qur key
competitive factors include long-term customer refation-
ships, global presence, machine performance and durability,
solid technology and service expertise, knowledge of the
custormer’s entire production process, delivery reliability and
an extensive base of installed equipment. The competitive
arena in the aftermarket business is more fragmented than
in equipment sales. In addition to the wide base of installed
machinery, local customer service supported by a global

New chemical pulping lines that use fasi-growing,
short-fiber eucalyptus and acacia trees from local
plantations as a row material are investment

targeis, expecially in'South America and
CoLitheast Asia. In the piciure Suzano Bahia Sul's
[MucunBuip mill in Brazil.
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network of experts as well as the supply and high quality of
spare and wear parts are critical in the aftermarket business.

Metso Automation’s competition situation

In process automation systerns our competitors are mainly
major, multinational companies. Competitive factors include
reliability and usability of equipment and systems, applica-
tions expertise, technical development, ease of installation
and configuration, price, availability of customer support,
reputation, long-term customer relationships and references.
Numerous companies manufacture flow control solutions,
but many of them have specialized in & narrow product
sector or application area.

Exchange rate changes

About 6o percent of our net sales originate from outside the
euro zone. Alongside the euro, our most impertant invoicing
currencies are the U.S. dollar, the Swedish krona, the Cana-
dian dollar and the Brazilian real. In recent years we have
increased manufacturing and procurements in different
currency areas near customers, and the geeographical scope
of our operations reduces the significance of fluctuations in
individual currencies,

We have described the risks related to currency exchange
rates in maore detail on page 26.

& Market information sources:;
ARC, Freedonia, POyry and European
Renewabhle Energy Council »

Metso Annual Review 2006 19




The purpose of risk management is to support the achieve-
— ment of our goals and to secure the continuity of our busi-
ness. We strive to manage and limit the potential adverse
effects of the risks. However, if the risks materialize, they
could have a significant adverse effect on our business,
financial position and results or on the price of our share or
the value of our other securities.

We define risk as a combinaticn of probability and conse-
quences of the occurrence. When properly controlied, stra-
tegic risks and financial risks are considered to also create
oppaortunities to develop our business, but any operational
risks and hazard risks that materialize have a negative effect
on our operations.

In the risk assessments, we take into consideration the
probability and effects of the risks on net sales and finan-
cial results. We estimate that the level of risks in propertion
to the quality and scope of our entire Group's operations is
currently at an acceptable level.

Risk management principles
and responsibilities

For effective risk management, we must have:

b Clearly defined areas of responsibility for risk manage-
ment.

B A systematic way 10 assess, Monitor and manage risks.

20 Meltso Annual Review 2006

Risk management is an integral part of
our business management

b All relevant information about risks, including potential
opportunities and threats 10 success.

& Adequate information systems, insurance programs and
procedures for handling major damages or accidents.
Metso's Board of Directors approves the risk manage-

ment principles. Additionally, it ensures that the planning,

information and control systems in place for risk manage-
ment are sufficient and support the business objectives.

The Board's Audit Committee reviews the adeguacy of risk

management and ensures that it is in compliance with our

corporate governance principles.

The corporate Risk Management Team annually confirms
tha Business Area-specific risk management program that
forms the basis of our risk management implementation.
The Risk Management Team is chaired by Metso's Executive
Vice President and CFO and consists of nominated Business
Area and Corporate Office representatives.

The corporate Risk Management function is responsible
for the implementation of the risk management program
and policy and for the development of Metso-wide risk
management procedures and guidelines. The Business
Area presidents are responsible for the management of risks
related to the operations of their own Business Areas.

All our Business Areas carry out an annual risk assessment
as part of our annual strategy process. The Business Area risk




Risks and risk management

Risklmanagement2006)

- To fulfill 30X 404 regulations we have tested our internal
control procedures and assessed our main governance
functions. Under the supervision of our Internal Audit
function, we have tested 35 of our most important units.
During the testing, procedures were corrected and
supplemented where appropriate.

- Together with our insurance broker, we conducted risk
management audits in ten of our main SOX units. Based
on these audits, we assessed the most significant risks of
the units in question. At the unit level, we determined
that the biggest need for development is in managing
the risks related to business interruptions and data and
premises security.

- We re-assessed the operational capacity of our risk
management organization. We especially focused on
crisis management, utilizing the results of risk assessments
and evaluating the scope of risk management.

- We have set the measuring of cccupational health and
safety as one of Metso's long-term goals. In the new
reporting system, we aim to utilize the experiences

gained with the system used by Metso Paper’s main units
in Finland.

- In managing financial risks, we focused on managing
currency risks and securing the availability of funding in
line with our strategic growth targets.

- We continued risk management collaboration with
Finnish and international ¢rganizations. An important
part of the collaboration is the development of global
crisis risk management.

- We continued internal communications and training on
the content of Metso’s Risk Management Policy and ways
of operating.

- We developed Metso's internal database of risk manage-
ment guidelines and tools.

The most important risk management tasks in 2007 include
developing business interruption risk management and
integrating risk management-related training inte our
personne! training program.

«In 2006 we carried out an extensive risk assessment of our business operations. »

management functions work with an external insurance
broker to assess the risk management level of our key units
in accordance with a 3-year plan. The results are presented
to the business units and to the Risk Management Team,
which ensures that any necessary measures have been
initiated.

We have prepared for property, business interruption,
transport and liabitity risks through local and global insur-
ance schemes. Liability risks include damage caused by our
operations and products and management liabilities. Metsc’s
total risk-bearing capacity is taken into consideration when
setting the amount of deductibles. Metso’s captive insurance
company acts as a partial reinsurer in some of our insurance
programs.

Effective and functional internal control systems are
impartant to us in ensuring that our financial reporting is
reliable. In the maintenance and development of our ways
of operating and our controls, we observe the general guide-
lines and legislative requirements pertaining to them,

Most significant risks of
Metso’s Business Areas

We carried out a major risk assessment of our operations in
2006. The results provide a comprehensive description of
the most significant risks of our businesses. The probability
of the risk as well as its impact on net sales and the financial
results have been taken into account in the assessment. The

results of the risk assessment are presentad in the table on
page 22.

Our Business Areas’ most significant risks
are strategic and operational risks:

P Business cycles have an impact on our business opera-
tions. Our goal is to fully capitalize on economic upturns,
but maintain flexibility through recessicnary pericds and
decrease the impact on our financial resulis.

b Our ability to grow our business in emerging markets
must be further strengthened.

b Thefinancial difficulties of North American and European
paper manufacturers and their effects on Metso Paper's
and Metse Autcrmation’s business.

b Our ability to fully capitalize on the mining industry’s
strong business cycle.

B> Factors related to management resources and compe-
tence. Qur organization must employ a sufficient number
of qualified managers and experts as well as special
expertise related to mergers and acguisitions.

P The impacts of global unrest and terrorism.

The following pages describe in more detail the most signifi-
cant strategic and operational risks for our business and the
actions we have taken to prepare for them.
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Risks and risk management

Risk assessment of Metso's Business Areas
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Strategic risks

Business development risks

The long-term development of our business can be affected
by business development risks related to new markets and
business opportunities and also involve risks refated to the
Metso brand and values. In planning and implementing
our business operations, we seek to take inta consideration
development potential, new products and technological
solutions as well as the different life-cycle stages of our prod-
ucts and production plants and those of our customers.

An important part of our business development is the
expansion of our operations in emerging markets. Cne of
the most important risks and opportunities identified is aur
challenge to grow Metso Minerals' business in the Chinese
markets.

Business development risks alse include the risks related to
potential mergers and acquisitions, which we take into account
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through the use of Metsc Acquisition Pracess {MAP) and cur
tharough due diigence process. The business to be acquired
should meet our strategic and financial crizeria. We also seek to
take into account the risks related to the business to be acquired,
including product liability and environmental respensibility risks
as well as reputation- and personnel-related risks.

The develepment of personnel competence and the
utilization of personnel potential are critical for the devel-
opment of our business operaticns. We conduct an annual
assessment of management resources, mapping out key
executives, their possible deputies and successors as well
as the need for any new management resources.

Business environment risks

Business cycles in the global economy and in our customer
industries influence the demand for our products as well as
our financial conditions and results of operations, especially
in the short-term.




Metso Paper and Metso Automation are affected by the
development of the pulp and paper industry. The finan-
cial difficulties of especially North American and European
paper and pulp manufacturers have affected the demand
for Metso Paper's and Metso Automation's products in recent
years although the market situation has been favorable in
certain emerging markets. Metso Automation is also affected
by business cycles in the power, oil and gas industry. Metso
Minerals is dependent on developments in the civil engi-
neering industry and particularly on the level of infrastruc-
ture investments. Metso Minerals is also affected by business
cycles in the mining Industry.

Our managament believes, that in the leng-term, the
effects of business cycles are reduced by the geegraphical
diversity of our operations and by the range of the customer
industries we serve, Also new equipment orders tend to
be moare affected by business cycles than the demand for
rebuilds and process improvements as well as aftermarket
operations, the latter of which we are actively aiming to
increase, We have also made long-term service and main-
tenance agreements with our customers, and they reduce
the effects of the business cycles. We have increased the flex-
iility of our cost structure by outsourcing and by focusing
our own operations on the manufacture and assembly of
core compenents in particular.

Market risks

Changes in the demand of our customer industries affect
our operations. Such changes may be related to, for instance,
strategy changes in our customer companies, product devel-
opment and product requirements, or to environmental
aspects. For example, certain of Metso Paper’s customers
are increasingly focusing on their own core competencies
- paper, board or pulp praduction - and thus outsourcing
their mill servicing business. With these customers, Metso
Paper’s objective is to enter inte long-term service agree-
ments that transfer the main responsibility for process main-
tenance to Metse Paper.

We have several competitors in different Business
Areas and products. We aim to differentiate ourselves from
competitors through guality, reliability, local presence and
availability, as well as through providing high-level of tech-
nolegical competence and long-term commitment to our
customers. We aim for a competitive advantage through
continuous product development based on research
and cooperation with customers. In addition, we seek to
operate flexibly and cost-efficiently in an effort to ensure
aur competitiveness.

Our goal continues 1o be 1o increase our compoenent
manufacturing and assembly capacity in rapidly growing
markets, such as China, India and Brazil. In these areas, we are
alsa closely monitoring the products and services developed
by new, local competitors. Although our main competitors
are still European and North American companies, certain

Risks and risk management

Asian suppliers are providing solutions that are able to
compete with their low prices. We protect our products and
intellectual property rights related te our business through
patents and trademarks. One risk we have identified is the
copying of certain Metso Minerals' products and therefore
the importance of the protection of cur intellectual property
rights has increased.

Technology risks

Our technology risks are related 1o technological compe-
tence and research and product development. The use of
new technology may temporarily increase quality-related
costs. In research and product development we use our
Metso Innovation Process (MIP), a project management
model in which we create a business plan for the develop-
ment of a new product or concept. We evaluate the profit-
ahility of the product or concept at different stages of the
development process. In the business plan, we define the
responsibilities and roles of all the functions that are involved
in developing and launching the product, functions such
as service, sales, industrial design and marketing, from the
very beginning of the development process. We also seek
to determine the relevant aspects related to the product’s
intellectual property rights and the environmental impact.

Political, economic, cultural and
legislative trends

Qur operations and our customers operations are geograph-
ically widespread. Global political development, political
unrest, terrorism and armed conflicts are risks tc our opera-
tions. Qur operations are also affected by cultural and reli-
gious factors and by legislation, particularly the environ-
mental legislation of different countries.
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Metso Paper

Metso Paper

Metso Paper's target is to ensure continuous improvement in profitability and
growth in the aftermarket business. Strategically aligned acquisitions were
a central part of Metso Paper's operations in 2006. The acquisition of Pulping
and Power businesses from Aker Kvaerner strengthens Metso Paper’s product
and service offering. The production unit acquired in China, today Metso Paper
Technology (Shanghai), improves Metso Paper's competitiveness in Asia’s
growing paper and board machine markets.

In 2006 Metso Paper’s facus was on strengthening its market
position and improving profitability. Operating profit in 2006
was EUR 110.2 million, or 5.7 percent of net sales. Profitability
improved mainly as a result of the increased delivery volumes
and the improved results of the Tissue Business Line. Metso
Paper's net sales increased 14 percent compared to 2005. The
aftermarket business accounted for 31 percent of net sales.
The increase in project and equipment deliveries reduced
the proportional share of aftermarket operations.

Strong demand in Asia increased the order backlog

The value of orders received by Metso Paper increased by
7 percent from 2005 and totaled EUR 2,139 million. At the
end of year the order backlog was EUR 2,165 million. China's
continued strong demand for paper and beard machines,
the substantially increased activity on the paper machine
marketin Japan, and the continued active demand for fiber
lines in South America and Asia contributed to the increase
in order backlog,

All Metso Paper business lines reported growth in orders
in 2006, with the Tissue Business Line reporting the stron-
gest relative growth. In 2006, Metsa Paper received a total
of seven new paper and board machine orders, six tissue
machine orders and ten fiber process orders. All orders for

complete paper and beard lines came from Asia. Among
the most significant were the orders for large papermaking
lines for the Chinese Guangzhou Paper and for the Japanese
Nippon Paper and Hokuetsu Paper Mill.

India is becoming a significant new market area for Metso
Paper. One of the country’s biggest pulp and paper manu-
facturers, ITC, ordered rebuilds for two of its board machines
and a new fiber lime for its pulp mill. Significant orders from
India also included West Coast Paper's order for a pulping
line and an order from the Abishek company for the world's
largest straw pulping line. Other big orders for the Fiber Busi-
ness Line were received from Brazil and Indonesia.

A total of 11 complete paper and pulp machines and
three extensive fiber processes supplied by Metso Paper
were commissioned in 2006. Cne of the biggest deliveries
was Shandong Chenming's newsprint line in China, which
included also the world’s largest deinking line.

In 2006 Metso Paper also focused on strengthening the
aftermarket business. An example of this is the autumn 2006
acquisition of Svensk Pappersteknik, a company offering
mechanical services and maintenance. The acquisition
strengthens Metso Papers position as a provider of life-
cycle services for the pulp and paper industry in northern
Sweden.

Metso Paper

Metso Paper is a global leader in pulping, papermaking and
power generation technologies. It offers pulp and paper
industry customers a comprehensive range of products
and services. Metso Paper’s expert service and aftermarket
operations improve the life-cycle-long efficiency of
customer processes. About 40 percent of Metso Paper’s
business comes from new lines, 30 percent from rebuilds
and 30 percent from process improvements and cther
aftermarket services.

Since January 1, 2007, Metso Paper consists of seven
Business Lines: Fiber, Paper and Board, Finishing, Tissue,
Service, Power and Panelboard. The Business Lines are
supplernented by regional functions in Asia-Pacific, Europe,
North America and South America.

Key figures

EUR million 2005 2006
IA\JAf_s_'_[msjaIes 1,702 1,947
Operaingprofit 905 1102
_Sofnetsales S = B~
Cepital employed, Dec.ar . 399 617
Gross cepital expenditure .34 48
Research and development expenses 51 60
G e e 993 2139
Ocderbackiog, Dec.st . 1267 2165
Personnel Dec 31 8201 10,867
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Interesting growth potential in the
power production sector

The importance of the power generation industry is
nowadays emphasized in Metso's operations more than
before - as aresult of the acquisition of the Power business,
10 percent of Metso Paper’s net sales comes from Metso
Pawer's deliveries to the power generation industry outside

the pulp and paper industry.

Metso Power is a forerunner in fluidized bed combus-
tion for pulp and paper industry and power producers, and
also the leading chemical recovery equipment supgplier in
the world. Metsc Power has designed and manufactured
the world’s largest chemical recovery units 2nd biomass-
fired fluidized bed baoilers.

Metso Power's markets are the pulp and paper industry
worldwide and priority markets of the power generation
sector are in Europe and North-America. In the pulp and
paper industry, demand for complete solutions continue
and the power generation sector is active towards green
energy production capability. Increased enargy consump-
tion, aging power plants and the growing environmenal
concerns are boosting the demand for Metso Power’s
products.

« The acquisition of Pulping and Power businesses opens new markets. »

Acquisition of Pulping and Power businesses
strengthens product and service offering

In December Metso completed the acquisition process of
Aker Kvaerner's Pulping and Power businesses. The deal
enables Metso Paper to deliver complete pulp mills, modern-
izations and related services.

The acquisition supports Metso's strategy of profitable
growth: It strengthens Metso Paper's product and service
portfelio and offers significant synergy opportunities. The
acquisition strengthens Metso Paper's position as a supplier
of complete pulping lines particularly in Socuth America
and Asia. On these markets many pulp producers prefer
working with ene supplier that can offer pulp produc-
tion and energy recovery technology and aftermarket
services.

The acquisition also offers interesting growth potential
in the power production sector, particularly in terms of eco-
friendly, biofuel-based energy production solutions.

The 2006 net sales of the Pulping and Power businesses
transferred 10 Metso were approximately EUR 6o million
and the number of employees was about 2,100. We estimate
that the annual cost-based synergies to be derived from the
acquisition will ameunt to EUR 20-25 million. Ore third of
this is estimated to be realized during 2007.

When approving the deal, the European Commission
required the sale of certain overlapping technologies (a so-
cailed remedy package). In accordance with the decision, at
the end of the year Metso sold the specified technologies
to the Canadian Groupe Laperriére & Verreault Inc. The
deal included Kvaerner Pulping’s pulp washing, oxygen
delignification and bleaching businesses as well as Metso’s
batch cooking business and its licensing back to Metso.
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Shanghai paper machine works strengthens
presence and production in China

in December Metso Paper opened a paper machine
preduction facility in Shanghai, China. Acquired in August,
the Shanghai-Chenming Paper Machinery Co. Ltd, today
Metso Paper Technology (Shanghai) Co. Ltd, comprises a
madern workshop, a foundry and a design department. In
the first phase the company will concentrate on manufac-
turing paper and beard machine sections mainly for Metso
Paper’s delivery projects in China. The unit, which employs
about 480 people, can also supply components for deliveries
outside China.

China's paper industry is experiencing vigorous growth.
Since 2000, over half of the world's orders for new, large
papermaking lines have come from China. The Shanghai
production facility strengthens Metso’s competitiveness in
Asia’s growing paper and board machine markets and creates
new opportunities 1o strengthen customer service, mainte-
nance, manufacturing, and sourcing operations. More than
30 percent of the new paper and board production capacity
built in China since 2000 is based on Metso technology.

Customer focus emphasized in
research and development

During the year Metso Paper's research and development
work focused particularly on the products and services
needed for maintenance, machine rebuilds and process
improvements. In 2006 Metso Paper spent about EUR 60
million on research and development, i.e. 3.1 percent of its
net sales. Research and development is conducted in coop-
eration with customers, Metsc Automation, research insti-
tutes and universities.




Metso Paper

« Shanghai’s new production unit strengthens Metso’s competitiveness in Asia’s

growing markets. »

The most significant research and development invest-
ment in 2006 was the extensive rebuild of the PM 2 pilot
paper machine at the Rautpohja plant in Jyvaskyld, Finland.
The press and dryer sections were rebuilt and several other
improvements covering the entire process line were made.
The investment also resulted in a significant increase in the
machine’s running speed.

During the year Metso Paper continued research and
development projects to enhance the runnability of the
paper machine and to further optimize the use of automa-
tion. Metso Paper introduced a number of paper manufac-
turing-related products that improve the efficiency and
quality of the end product. in paper machines, investments
in customer-oriented product development have brought
results, In finishing and refining, the first references for,
among other things, the metal belt calender and curtain
ccating have been received. Research and development in
the fiber business focused on wash presses and eco-friendly
bleaching processes,

In December 2006, Metso Paper decided to invest in
expanding the production capacity of paper machine rolls,
A new production line for large, wide castings will be built
et the Rautponja plant in Jyvasky!d, Finland. The value of the
invesiment is approximately EUR 15 million.

Demand for new machines concentrated to China

Over-capacity in the paper industry and the low price level
of paper put a damper on new investments in the tradi-
tional markets in Europe and North America in 2006, and
several paper companies continued reducing capacity by
e.g. closing mills. The demand for new paper and board
machines was, in fact, concentrated to Asia, and to China
in particular.

As expected, the restructuring of paper companies in
Europe and North America led to stabilized demand for
machine rebuilds.

The demand for new tissue machines, rabuilds and
services remained good in all markets in 2006. Traditional
refining customers were among those who discovered
Metso Paper's Advantage OCT concept.

The overall demand for new fiber fines, rebuilds and
aftermarket services was good. The demand for new fiber
lines remained strong particularly in South America and Asia.
New investments by fiber plants have targeted large facili-
ties in recent years, and comprehensive selutions have been
the focus in major projects. With the acquisition of Pulping
and Power businesses, Metso Paper is in 2 better position to
compete for these projects.

Large fiber line investments were concentrated to South
America, especially Brazil and Uruguay, where production is

M-real New Thames Lid. produces high-
quality environmental office papers on one
paper machine, PM &, with a production

7‘ hé optimization measures that have
producuwly oflhe old PM

capacity of 225,000 Va and paper in the 70~
100 g/m’ range. The mill is located in Kent in
Great Britain.

New Thames produces a variety of
different paper grades, the jewel in the
crown being the Evolve brand, made of 100%
recycled fiber but with a quality equal to that
of virgin fiber products. The consistently high
guality of New Thames' products is a combi-
nation of successful product development
and learning how 1o run the paper machine
in an optimal way.

To continucusly improve the productivity
of its PM 6 maching, the New Thames mill
and Metso Papers started in 2001 a program
called "The Way Forward”, 5o far, the results
are excellent and the cooperation agree-
ment has been renewed twice already

M-real New Thames Ltd.

B New Thames paper mill, Kent, Great
Britain

b Produces environmentally-friendly office
paper

Equipment and services

B Equipment and services 1o boost pro-
ducticn efficiency
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Metso Paper

based on short fiber eucalyptus. At the same time, invest-
ments in India are targeting smaller mills that use local fiber,
like straw and reed, as the raw material There were signs of a
willingness to invest in long-fiber pulp production in Russia.
Currently, the Russian pulp and paper industry is investing in
raising its own production capacity after mare than a decade
of low production levels.

Aiming for improved profitability and
increased aftermarket business

Metso Paper’s most impertant goal in upcoming years is to
ensure continued profitability improvemnent and growth in
the aftermarket business. The aim is also 1o Create or main-
tain a sustainable, leading market position in all business
segments and in all Business Areas.

Achieving these goats requires the continuous develop-
ment and market launch of innovative products, services
and business concepts that bring added value to customers.
Metso Paper will continue to focus on quality and produc-
tivity and on cutting product costs.

Also Metso Paper Technology (Shanghai) Co, Lig., and the
acquired Pulping and Power businesses create new opportu-
nities to strengthen profitable growth in upcoming years.

Brisk markets for fiber lines continue
in South America and Asia

The overall market outlock for Metso Paper is expected 10
be satisfacsory in 2007. The dernand for new fiber and tissue

Metso Paper and Stora Enso Kvarnsveden
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« Continuous improvement of
profitability is the primary goal. »

Stora Enso Kvarnsveden

In 2003 Stora Enso made the decision to
expand its production of uncoated maga-
zine paper at its Kvarnsveden mill in Borlange,
Sweden. Metsa was chosen as the supplier of
the expansion based onits previous collabo-
ration and a competitive bid.

The Kvarnsveden expansion project is the
targest order ever received by Metso Paper.
The delivery included the debarking ling,
an axtension to the TMP plant, a bleaching
plant and filler processing equipment. The
new PM 12 was the primary component of

P Kvarnsveden Paper Mill, Borldnge,
Sweden

P Produces newsprint, improved
newsprint and SC-A rotogravure paper

) Equipment:

the detivery. » Metso OptiConcept SC-A papermaking
line

» New debarking line and expanded
mechanical pulping plant with peroxide

bleaching

PM 12 is the worid's widest paper machine
with a wire width of 1,3 meters. The machine
also features the unique Optiload TwinLine
multi-nip calenders capable of producing
excellent super-catendered paper at high
speeds. The machine was supplied on a turn-
key basis, ie. Metso handled all the logistics
and on-time defiveries.

Since the start-up of PM 12 at Kvarnsveden
in 2005, the mill has produced competitive
products at 1,000,000 1ons per year, The mill
is now collaborating with Metso Paper on
production optimization and fine-tuning of

PM 12' off-line calenders,

In addition 1o the paper machine for the
Kvarnsveden mill, Metso also supplied the
control and monitoring systems.  «.

s 1T
The Kvarnsveden project was Metso Paper’s -
higgest order ever.
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Metso Paper
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lines as well as related rebuilds and aftermarket seTvices is
P expected 10 slightly saften from the good level in 2006,

- ? “Purchasing the world’s 1argest paper
! machine, PM 12, from Metso ona
turn-key basis gave us peace of mind
and enabled efficient allocation of
the mill's own resources.”
- Mill Manager
Lars-Ove Staff,
Stara Enso’s

Kvarnsveden
paper milt

except for South America and Asia where the markets for
new fiber lines are expected to remain good. The demand
for new paper and board machines as well as rebuilds and
aftermarket services is expected to remain satisfactory also in
2007. The strong demand is expecied to continue in Asia.The
demnand for power production solutions, especially related
{0 biomass uiilization, is expected to remain excellent.

« Further information: www.metsopaper.com »

. s & N .
30:00¢, 10N annual production capacity of Stora Ensos PM2
hinetat Kvarnsvedenisunmatchedin theworld!
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K& hankstto the equipment supplied by Metso, the production

capacityor our waste-processing facility has grown and the cost-
ET: :tiveness of operations has improved - we are now able to

mﬁb@ much higher volume of metals at a lower cost: »

B¥)acques Menut, Founder, Menut Recyclage




Metso Minerals

Metso Minerals

The main focus of Metso Minerals’ strategy is on profitable growth. The target
is supported by the new customer-oriented operating model. Developing the
aftermarket business, expanding capacity and building the supply chain are also

targets of investment.

2006 was an outstanding year for Metso Minerals. Improve-
ments in its own operational efficiency and the good market
situation both fuelled a net sales increase of 25 percent. The
aftermarket business accounted for 43 percent of EUR 2,174
million net sales. The increase in project and equipment
deliveries reduced the proportional share of aftermarket
operations. Metso Minerals' operating profit increased to
EUR 286.0 million, or 13.2 percent of net sales. Profitability
clearly improved in the Crushing and Screening, the Minerals
Processing and the Recycling Business Lines, thanks to strong
volume growth, improved price levels and a more efficient
supply chain,

Good market situation lifted order
backlog to a record high

The value of orders received by Metsc Minerals increased by
36 percent compared to 200s. The ongoing strong demand
especially in the mining industry contributed to the biggest
increase in orders in the Crushing and Screening and the
Minerals Processing Business Lines. The order backlog
increased 47 percent and was EUR 1,254 million at year
end.

The year’s largest orders for mining equipment included
the grate kiln system for LKAB in Sweden, & bulk mate-
rials handling system and process equipment for Cia,
Siderurgica Nacional (CSN) in Brazil, and a grinding mill
and mining crusher for Boddington Gold Mine (BGM) in

Australia. Metso Minerals also received an order for the
world's largest railcar unloading equipment for coal for
Caofeidian Port in China.

Production of track-mounted crushing
units launched in the United States

Boosting production capacity is part of Metso Minerals’
strategy of profitable growth. These expansions will help
Metso Minerals respond to the evolving market situation in
which customers are requiring increasingly bigger and more
cost-efficient equipment in terms of size and capacity:

Metso Minerals expanded its production of track-mounted
crushing plants with the opening of a new assembly line in
the United States in Novemnber. Located in Columbia, South
Caroling, the facility is the first unit outside Finland to manu-
facture track-mounted crushers.

As a result of the increased demand for crushing and
screening equipment, Metso Minerals decided to step
up its crushing equipment preduction also in Finland by
expanding the production, office and research facilities of
the Tampere unit. Additionally, Metso Minerals expanded its
factory for wheel-mounted crushing plants in India.

In 2006 Metso Minerals also made several smaller invest-
ments around the world to eliminate production baottle-
necks and to ensure adequate capacity in situations of good
demand. Human resources were strengthened by recruiting
new employees for sales, maintenance, preduction and

Metso Minerals

Metso Minerals is the global market leader in rock and
minerals processing equipment and in metal recycling
systemns. Along with solid technology expertise, its
competitive strengths include in-depth knowledge of
customer processes, a product and service porticlio
encompassing the entire process, and the largest installed
machine base in the sector. ts global manufacturing,
maintenance and sales networks allow it ta be highly
responsive to customer needs. About 50 percent of
Metso Minerals’ business comes from new machines and
equipments and about 5o percent from aftermarket services.
Metso Minerals'three Business Lines have responsibility
for global operational development, production, the supply
chain and the customer service strategy. Since January 1, 2007
the Business Lines are Constructicn, Mining and Recycling.

Key figures
EUR million
Net sales

% of net sales
Capital employed, Dec. 31

Research and development expenses

Qrders received
Order backleg, Dac. 21
_Personne_\_, Dec. 31
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Quarries and contractors in the United States have been invest

in new crushing and screening equipmentin recent years and ha

boosted the capacity of their production pla tred is the
wa[EI Kraemer & Sons limestone guarry i]n Mi otajUsA.
i wdr e

growth. »

product development duties, particularly in developing
markets.

Product development based on customer needs

The focus of Metso Minerals' research and product develop-
ment activities is particularly on concept and product design
related to new life-cycle services. Product development
also cancentrates on boosting the efficiency of equipment
performance and on integrating process technology and
automation into existing products.

In 2006 Metso Minerals' research and development
expenses were about EUR 13 million. Metso Minerals
launched a wireless sensor for the mining industry that can
be used to monitor the movements of blocks of ore in a mine.
By monitoring these maverments, it is possible 1o adjust the
force of explosions and the crushing and grinding processes
and thus enhance the performance of the mina.

One exampie of a new product for the construction
industry is the cone crusher launched in April 2006. Its heavy-
duty structure and increased power enable it to produce
fine-grade aggregates in a single-crusher process that wou'd
narmaily call for two separaie crushers in the third and fourth
crushing stage.

We have strengthened our compeience in materials
technology by establishing a new Metso Materials Tech-
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« Production facility expansions are part of Metso Minerals’ strategy of profitable

nology business unit, part of Metso Minerals. The new unit
provides product solutions and research and development
services related to materials technology, and it develops
materials technology solutions for components and wear
parts meeting the needs of different industries, such as
wood processing, power generation, minerals processing
and chemicals production.

In the future Metso Minerals'goal is to make the product
development process faster and more efficient and to
introduce more new products and services ta the markets
at a faster pace. To ensure this, Metso Minerals is increasing
its praduct development rescurces and targeting its R&D
investments to yield the best possible return.

Mining companies making bigger investments

The extensive road network development projects in North
America, Europe and Asia as well as other investments in
transportation infrastructure kept the demand for the
aggregates used in the construction sector at a good level
throughout the year, Quarries and contractors invested in
new crushing and screening equipment and boosted the
production capacity of their existing facilities in the United
States and India, for instance, where Metso's sales were clearly
higher than in the previcus year. Delivery volumes of track-
mounted crushing equipment increased, in particular.



Metso Minerals

K Investments by mining companies in 2006 were increasingly bigger and focused on

large-scale entities and projects. »

The increase in the consumption of raw materizls contrib-
uted to the cantinued growth in demand for metalsin 2006.
The mining industry is said to be in a super cycle, driven by
industrial investments and the growing consumer demand
in emerging countries. Investments by mining companies
were bigger and targeted large, comprehensive solutions
and projects. The goed market situation alsc reflected in the
demand for Metse Minerals' mining equipment, which was
particularly outstanding in Seuth America and Asia-Pacific.

High metal prices contributed to the increase in metal
recycling, The good demand for scrap iron prompted metal
recycling plants to strengthen their equipment base and
invest in new systems. The demand for Metso Minerals’metal
recycling equipment was clearly sironger in the year under
review,

Customer-oriented operating model
to accelerate profitable growth

The main focus of Metso Minerals' strategy is on profitabie
growth, which will be pursued with e g. the new customer-
criented business model deployed at the beginning of 2007.

Under the new model, Metso Minerals'functions have been
organized according to three main customer segments
- Construction, Mining and Recycling. The change aims
to enhance customer service and accelerate profitable
growth.

The Construction Business Line serves quarries, project-
based crushing and screening operaticns and contractors.
Additionally, customers include engineering and consulting
firms. About 40 percent of Metso Minerals' deliveries are to
the construction industry.

The Mining Business Line's customers include mines and
companies processing industrial minerals, which quarry,
pracess and transport ores and minerals, as well as mining
sector contractors and engineering and consutting firms. The
mining sector accounts for little over 51 percent of Metso
Minerals' deliveries.

The Recycling Business Line focuses on the metal recy-
cling industry, which includes scrap iren recycling, the car
industry, the aluminum industry and foundries. Little over 10
percent of Metso Minerals' deliveries are 10 metal recycling
customers.

[MetsolMineralsandMenutiRecyelag I

Menut is a medium-sized, family-owned
company in the scrap iron processing busi-
ness. The compary has two main sites in

Lindemann shredder since 1988, but the
equipment was replaced a while ago to
meet the need for additional capacity.

Menut Recyclage

B Head Office in Saint-Pierre-des-Corps
(Tours), France

France, in Venddme ang Saint-Pierre-des-

Corps, near Tours. Menut has used Metso’s

Menut purchased 2 new, more efficient
shredder that has a 2.5 times higher groduc-
tion capacity. The equipment installation was
challenging because of the relatively small
size of the company’s facilities. The old plant
had to be dismantled and the new one built
inits place quickly to minimize downtime.

Metsco's team worked with an external
contractar, carefully planning and coordi-
nating the project implementation; after
five months, Menut was able to continue its
business with new equipment.

The installation was a success. The Menut
plant operating times were shortened and
its production volume and productivity
increased. The new machine is easier to use
and maintain. It can also be used to recover
non-metal products very well, and the purity
of recovered metals is very high.

B Two recycling plants, in Towrs and
Vendome
P 46 employees

Equipment

B 1 Metso's Lindemann shredder (2000 hp)

,,J

QRN |

Menut Rﬂcvc!age Founder Jacques Memrt '
Metg_iMmmals Project Manager Miche iR

" Plaza; and Menirn Recydage Managing .
.Dlrenor Jean Menu: are pleased with the‘
qcolhborauo ; 2 AN
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Metso Automation

Metso Automation

Metso Automation focuses on growth and ensuring strong profitability. The
targets are supported by the reorganization implemented in autumn 2006. In
line with its strategy, in 2006 Metso Automation strengthened its local presence
and boosted its operations in growing markets.

The demand for automation systems and products used for
flow control supplied by Metso Automation to the power,
oil and gas industry was excellent in 2006. Operating profit
in 2006 was EUR 86.7 million, or 14.19% of net sales. Metso
Automation’s net sales increased s percent to EUR 613 million,
The net sales growth mainly originated from North America.
Aftermarket operations accounted for 23 percent of net saies,
About 50 percent of Metso Automation’s net sales comes
from pulp and paper industry and about 50 parcent from
energy industry.

Record-high order backlog

The value of orders received by Metso Automation in 2006
increased by 24 percent compared to 2005. In particular, the
orders of valves and field device systems grew. Growth was
strongest in the energy and oil industry.

Metso Automation received several valve orders during
the year from a Saudi-Arabian oil company’s refineries and
from petrochemical and gas processing plants. The most
significant orders included an automation system for the
warld's largest fluidized bed boiler at the Lagisza power plant
in Poland, control and shut-off valves for Botnia S.A%S pulp mill
in Uruguay, and modernization of the automation system
at the Nynas UK AB refinery in Scotland. The automation
package supplied to Guangzhou Paper's new printing paper
iine in China was one of the year's most significant system
orders in the pulp and paper industry,

Customer investments in oil refining
and energy production continued

The price of oil and petroleum preducts remained high
throughout the year, and companies made significant invest-
ments to increase oil refining capacity. Investrments in new
energy production capacity and modernizations of existing
plants continued briskly.

The price of pulp climbed in 2006 and dollar-based prices
surpassed the previous high. Pulp industry investments were
concentrated to the most important production countries.
New pulp mills are being built mainly in Southeast Asia and
South America.

Paper mill capacity utilization rates increased during the
year, and the price of some paper grades rose. However, the
price tevel of paper was insufficient to cover the high cost
level, and the profitability of paper producers remained
low. This put a damper on investments in Europe and North
America. The demand for new paper machines was focused
in Asia-Pacific, especially China.

Resources strengthened in emerging markets

The boost in lecal presence in emerging markets proceeded
according to plan during the year. New valve service centers
were opened in Concepcion, Chile, and St. Petersburg, Russia.
A valve assembly plant was expanded in Shanghai, China.
New sales and customer service personnel were recruited
in all the major market areas.

Metso Automation

Metso Automation is a global supplier of machine and
process automation for the pulp and paper industry. It
also serves customers in power and process industries. In
addition te automation and information management
solutions, it also offers life cycle services.

Metso Automation is the global market ieader of special
analyzers, consistency transmitters and control valves for
the pulp and paper industry. It is the world's third-largest
supplier of automnaticn sclutions for the pulp and paper
industry and among the top ten suppliers of power plant
automation. Metso Automation's strengths include its ability
to manage large and challenging projects, a global network
of experts and an extensive product portfolio meeting the
pulp and paper industry’s automation needs.

Matso Automation consists of two Businass Lines:
Process Automation Systems and Flow Control.

Key figures

EUR million 2005 2006
Operatingproft . 807 867
mofretssles 138 181
Capital employed, Dec.s1 125 149
Grosscapital expenditue 11 g
Research and ceveloprentexpenses 29 29
Odersreceived 580 717
Oider backlog, Dec. 31 9 276
PersonnetDec.s1 3169 3,352
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Metso’s operating environment
and demand for products

The market situation for Metso’s preducts and services was
favorable all year. The construction, mining and energy
industry markets were excellent on the whele and the pulp
and paper markets were good. The overall demand for after-
market services was good.

with respect to Metso Paper's products, the demand for
new paper and board machines was satisfactory. The demand
continued to be focused on Asia, particularly China, where
many customers are actively investing. The Japanese market
picked up, leading to two orders for new paper machines.
The demand for paper and board machine rebuilds leveled
off as expected in Europe and Nerth America, partly due to
business restructuring in paper companies. The demand for
new tissue machines, rebuilds and refated services was good
in all markets. The demand for new fiber lines, rebuilds and
related aftermarket services was good overall, Dermand for
new fiber lines was especially brisk in Scuth America and
Asia.

The demand for Metso Minerals' crushing and screening
equipment and services related to construction was excel-
lent due to road network development projects and other
infrastructure investments. Despite volatility, metal prices
remained high and the dermand for various kinds of crude
ore continued to grow driven by emerging markets. The
demand for mining equipment and related aftermarket
services was excellent in all market areas and particularly
in South America and Australia, where the large mining
companies carried out major investments. Mining industry
projects were increasingly large in scope. The demand for
metal recycling equipment was alse excellent thanks to
increased recycling and high metal prices.

The markets for Metso Automation's process automation
systems in the pulp and paper industry were satisfactory all
year. The demand for flow control systems was good in the
pulp and paper industry and excellent in the power, oil and
gas industry. The markets for process autormation systems in
the power industry were good.

Orders received and order backlog

Metsa's orders recelved increased by 2o percent on the year
2005, and their total value was EUR 5,705 million. Growth
came from all Business Areas. The growth in orders wes
preportionally strengest at Metso Minerals and Metso
Automation. At the end of 2006, Metso’s order backlog was
EUR 3,737 million, which included a EUR 727 millicn order
backlog from the Pulping and Power businesses acquired
in December.

The value of orders received from the BRIC countries
{Brazil, Russia, India and China) was more than 50 percent
up on 200s. The contribution of these countries 1o Metsc's
order intake rose to 23 percent, whereas it was 1g percentin
the comparison year.

Net sales

Metso's net sales rose by 17 percent on the comparison year
and totaled EUR 4,955 million, The increase was due both to
the contnuing good market situation and to strengthened
competitiveness, and was attributable 1o all Business Areas.
The exchange rate translation did not affect the growth of
net sales. Aftermarket operations accounted for 36 percent
(38% in 2005) of Metso's net sales (excluding Metso Ventures).
In terms of euros, the aftermarket business volume increased
by 10 percent and the growth came from Metso Minerals.

The largest individual countries in terms of net sales
in 2006 were the United States, Brazil, China, Finland and
Germany. Deliveries of mining equipment and fiber lines
resulted in a large net sales increase in Brazil.

Financial result

In 20086, Metso's operating profit was EUR 457.2 million, or
9.2 percent of net sales (FUR 335.0 million and 7.9% in 2c05).
The improvement in profitability was mainly attributable to
strong volume growth, especially at Metso Minerals. Metso
Paper and Metso Automation also improved their operating
profits. The operating profit of Metso Ventures was affected
by the losses of Metso Panelhoard’s operations.

Metso's net financial expenses decreased to EUR 36
million (EUR 43 million) as a result of continuing strong cash
flow from operating activities.

Metso's profit from continuing operations before taxes
was EUR 421 million (EUR 292 million).

In 2008, Metso recognized nonrecurring deferred tax
assets totaling EUR 87 million with a positive impact in the
income statement with respect o its U.S. operations where
Metso had unrecognized tax losses and other temporary
differences between accounting and taxation. At the end of
2006, all the deferred tax assets related to the U.S, operations
had been recognized. The recognition is based on the fact
that Metsa's US. operations have turned clearly profitable.
In 2006, Metso's tax rate, excluding the deferred tax assets
of EUR 87 millicn, was 23 percent. Metso's tax rate for 2007 is
estimated to be about 30 percent.

The profit attributable to shareholders was EUR 409
million, corresponding to earnings per share of EUR 2.89.
Excluding the nonrecurring deferred tax assets of EUR 87
million, earnings per share were EUR 2.28.
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rebuilt and several other improvements covering the whole
process fine were made. Metso Paper faunched a number
of paper making related products improving efficiency and
end product quality. For example, the Val product family
was supplemented with a new ValFlo headbox, ValFormer
farming section and ValZone calender based on new tech-
nology. In the fiber business, research and development
was focused on washing presses and mere envircnmentally
sound bleaching processes.

In 2006, Metso Minerals launched a wireless sensor which
can be used to monitor the movements of blocks of ore
in the mine from blasting to pre-crushing and piling, and
on 1o ihe grinding process. Also the new generation HP4
cone crusher was launched. Due toits heavy-duty structure
and increased power the crusher can produce fine-grade
aggregates in a process that would normally cali for two
separate third and fourth stage crushers.

In 2006, Metso Automation's new products included
a Neles SwitchGuard, an intelligent controller for pneu-
matic on/off valves. Other product launches included a
microwave technology-based solid content transmitter,
the kajaaniTs, designed for total solids measurements in
municipal wastewater treatment plants and for their sludge
treatment processes. Metso Automation also launched the
new-generation metsocDNA CR solution and IQMoisture,
which is a fast on-line measurement method developed to
control the machine- and crass-direction moisture profiles of
paper and board machines. Additionally, Metso Automation
launched new products supplementing its PaperlQ quality
control system and PaperlQ profilers product range.

Environment

The environmental impact of Metso’s own production
is minor and relates mainly to the consumption of raw
materials and energy, emissions to air, water consumption
and waste. Metso seeks to reduce environmental hazards
through continucus development and by decreasing the use
of power, raw materials and hazardous substances. Metso’s
R&0 develops products and solutions that reduce envi-
ronmental impacts in Metsa’s customer industries. Metso's
product range includes several products for the recycling
of raw materials both in rock, metal and mineral processing
and in the pulp and paper industry.

Risks and business uncertainties

Metso's operations are affected by various strategic, opera-
tional, hazard and financial risks. Metso takes measures 10
manage and limit the potential adverse effects of these risks.
However, if such risks materialized, they could have mate-
rial adverse effects on Metso's business, financial condition
and aperating result or on the value of shares and other
securities.

Metso's risk assessments take into consideration the
probability and effects of the risks on net sales and financial
results. The risk level is estimated to be currently acceptable
in proportion to the guality and scope of Metso's operations.
This section features a brief description of Metso's most
significant sirategic and operational risks.

Business cycles in the global economy and customer
industries affect the demand for Matso's products and the
company’s financial situasion. The geographical diversity

[Netfsaleslby]BusinessiAreal [Netfsalestbylmarketfare s RREINPE
Cther Nordic Other European
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world 5% i .
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of operations and the range of customer industries served
reduce the effect of business cycles over the long term. New
equipment orders tend to be more affected by business
cycles than the demand for rebuilds, process improvements
and aftermarket operations, the latter of which Metso is
actively aiming 1o increase.

The long-term development of Metso's business can be
affected by development risks related to new markets and
business opportunities, and these can also be reflected in
Metso's values and brand. Business devetopment risks also
include the risks related to acquisitions.

Changes in customer industry demand affect Metso's
operations. Such changes may be related, for instance, to
strategy changes in customer companies, procuct devel-
opment, product requirements, or environmental aspects.
Metso also has a number of campetitors, varying by Business
Area and product. Metso protects its products and business-
related intellectual property rights through patents and
trademarks,

Metso’s technology risks are related to technological
cempetence, research and product development. The use
of new technology may temporarily increase quality-related
Costs.

The risks associated with raw materials and the subcon-
tractor and supplier network are significant for Metso's
operations. The direct risks associated with raw materials
procurement have decreased in recent years, because
Metso’s operations have increasingly focused on manu-
facturing and assembling core components. On the other
hand, outsourcing has increased the impertance of and risks
related to suppliers and subcontractors. Supply problems
of raw material suppliers may increase the costs of the raw
materials used in Metso's products and lengthen delivery
lead times. Far example, steei and scrap iron are among
the most impoertant raw materials. Changes in the prices
of electricity, oil and metals may indirectly and adversely
affect Metsa's operations, if the price fluctuations decrease
the invesiment willingness of customer industries.

Due to the geographically widespread operations of
Metso and its customers, global political developments,
political unrest, terrorism and armed conflicts constitute risks
to Metso and its customers. Operations are also affected by
cultural and religious factors and by legislation, particularly
the environmental legislation of different countries. Metso
monitors these international trends and laws that are under
preparation and anticipates their effects.

By assessing human resources and organizational struc-
tures, Metse aims to ensure organizational efficiency and
competence and 1o avoid risks such as unsuitable recruiting,
imbalance in the age structure and excessive personnel
turnover.

Metso's Corporate Treasury is responsible for managing
liquidity, interest rate and currency risks and other financial

Board of Directors’ Report

risks and securing the availability of equity and debt capital
on competitive terms.

Subpoena from U.S. Department of Justice
requiring Metso to produce documents

In Novernber, Metso Minerals Industries, Inc., which is
Metso Minerals' US. subsidiary, received a subpoena from
the Antitrust Divisicn of the United States Department of
Justice calling for Metso Minerals Industries, inc. te produce
certain documents. The subpoena relates to an investiga-
tion of potential antitrust viclations in the rock crushing and
screening equipment industry. Metso is co-operating fully
with the Department of Justice.

Personnel

At the end of the year Metso employed 25,678 people
which is 3,500 more than at the end of 200s. In 2006, Metso
employed an average of 23,364 people. Due to the rapidly
growing importance of the BRIC countries (Brazil, Russia,
India and China), Metso's personnel in these countries
increased by 44 percent on 2005. These countries accounted
for 13 percent of Metso’s total personnel compared with 10
percent in 2005.

The acquisitions of the Pulping and Power businesses,
Svensk Pappersteknik AB and Shanghai-Chenming Paper
Machinery, all of which were carried out In 2006, increased
Metso Paper’s personnel by about z,600. Metse Minerals’
personnel increased by 649 due to the growth of business
and the acquisition of Svensk Gruvteknik AB in October.
Metso Automation's number of personnel increased by
183 persons mainly due to the efforts to bolster sales and
CUSLOMET Service resources,

The salaries and wages of Metso employees are deter-
mined on the basis of local collective and individual agree-
ments, employee performance and job evaluations. Basic
salaries and wages are complemented by perfarmance-
hased compensation systems. In 2006, the total amount of
salaries and wages paid was EUR gog million.

Changes in the Metso Executive Team

Metso's Executive Team and its members’ areas of respon-
sibility were changed at the beginning of August. Risto
Hautamaki is responsible for Metso Paper until March 3,
2007. Bertel Langenskidld is responsible for the Fiber Busi-
ness Line and the integration of the Pulping and Power
units, and the whole Metso Paper as of April 1, 2007. Matti
Kahkdnen is responsible for Metso Minerals and Pasi Laine
for Metso Automation, Vesa Kainu continued as an Executive
Teamn member until February 28, 2007 when he retired. The
Chairman of the Executive Team is Jorma Eloranta, President
and CEO, and the Vice Chairman is Olli Vaartimo, Executive
Vice President and CFQ.
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Financial targets and dividend policy

In October, Metso updated its financial targets and upgraded
its dividend policy. The average annual net sales growth
target is more than 1o percent. Growth will be attained both
organically and through value-enhancing complementary
acquisitions. Major acquisitions with a significantimpaci on
Metso will come on top of this 10 percent growth target.
The operating profit margin target (EBIT-%6) is mere than 10
percent. Furthermore, Metsos target is that its key finan-
cial indicators, capital structure and cash flow metrics will
support solid investment grade credit ratings.

Metso also upgraded its dividend policy 1o distribute
at least 50 percent (earlier 40 percent) of annual earnings
per share as dividends or in other forms of repatriation of
capital.

Decisions of the Annual General Meeting

On April 4, 2006 the Annual General Meeting of Metso
Corporation approved the accounts for 2005 and discharged
the members of the Board of Directors and the President
and CEO from liability for the 2005 financial year. The Annual
General Meeting approved the proposals of the Board of
Directors cancerning authorizations ic resolve to repurchase
and dispose of the Corporation's own shares. The Annual
General Meeting alse authorized the Board to make deci-
sions an increasing the share capital by issuing new shares,
convertible bonds and/or stock options.

The Annual General Meeting decided to establish a
Nomination Committee of the Annual General Meeting (o
prepare proposals for the following Annual General Meeting
in respeci of the composition of the Board of Directors and
the remuneration of directors. The Nomination Cemmiitee
consists of representatives appointed by the four biggest
shareholders along with the Chairman of the Board of Direc-
tors as an expert member,

Matti Kavetvuo was re-elected as Chairman of the Board
and Jaakko Rauramo was re-elected as Vice Chairman,
Christer Gardell and Yrj& Neuvo were elected as new
members of the Board. The Board members re-elected were
Svante Adde, Maija-Liisa Friman and Satu Huber. The term
of office of Board members lasts until the end of the next
Annual General Meeting.

The Annual General Meeting decided that the annual
remuneration of Board members be EUR 80,000 for the
Chairman, EUR so,000 for the Vice Chairman and the
Chairman of the Audit Committee and EUR 40,000 for the
members, and that the meeting fee, including committee
meelings, be EUR sco per meeting.

PricewaterhouseCoopers Oy, a firm of Authorized
Public Accountants, was re-elected to act as the Auditor of
the Corporation until the end of the next Annual General
Meeting.

The Annual General Meeting decided o pay a dividend
of EUR 1.40 per share for the financial year which ended
on December 31, 2005, The dividend was paid on April 20,
2006.

Nomination Committee’s proposal
of Metso Board members

The Nomination Committee established by Metso's Annual
General Meeting on April 4, 2006, proposes 10 the next
Annual General Meeting, scheduled to be held on April 3,
2007, that the number of board members will remain at
seven,

The Nomination Committee proposes that, of the current
Board members, Svante Adde, Maija-Liisa Friman, Christer
Gardell, Matti Kavetvug, Yrjé Neuvo and Jaakko Rauramo
will be re-elected. It is proposed that Matti Kavetvuo will
continue as Chairman of the Board and Jaakko Rauramo
as Vice Chairman. It is also proposed that Eva Liljeblom,
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Board of Directors’ Report

Professor at the Swedish School of Economics and Business
Administration, Helsinki, Finland, will be elected as a new
member of the Metso Board.

The Nomination Committee proposes that the annual
fees paid to Board members will remain unchanged.

The Nomination Commitiee notes that a personnel
representative will participate as an external expert in the
Metso Board meetings also in the next Board term within
the limitations imposed by Finnish law. The new Board will
invite the personnel representative as its external expert in
April 2007,

The members of the Nomination Committee were
Markku Tapio (Chairman of the Nomination Committee),
Director General, State Shareholdings unit {State of Finland),
Harri Sailas, CEO {llmarinen Mutual Pension Insurance
Company), Mikko Koivusalo, Director, Investments (Varma
Mutual Pension Insurance Company) and Henry Wiklund,
Managing Director (Svenska litteraturséliskapet i Finland
rf). Matti Kavetvuo, Chairman of Metsc's Board of Direc-
tors, served as the Committee’s expert member. The fourth
biggest shareholder, Odin Norden, did not nominate its
representative for the Nomination Committee. Thus the right
to ngminate was transferred to the next largest sharehalder,
Svenska litteratursallskapet i Finland rf.

Share capital and market capitalization

A total of 65,000 shares were subscribed with 2003A stock
options on December 7-11, 2006. As a result of the regis-
tration of share subscriptions made with the 20034 stock
options, Metso's share capital increased to EUR 240,923.343.80
on December 21, 2006, At the end of 2006, the number of
shares was 141,719,614, including 60,841 own shares held by
the Parent Company, and 300,000 shares held by a sepa-
rate partnership company included in Metso's consolidated
financial statements. These 360,841 shares together represent
0.25 percent of the total shares and votes.

The shares held by the Parent Company were purchased
in 1999 at a total purchase price of EUR 654,813. The partner-
ship acquired its sharehaolding in 2006 at a total purchase
price of EUR 10,989.900. The number of outstanding shares at
the end of the year was 141,358,773, and their average number
in 2006 was 141,580,759.

Metso’s market capitalization increased from the end of
2005 by EUR 2,132 million and was EUR 5,406 million at the
end of 2006, excluding the own shares.

Share ownership plan

Metso has a share cwnership plan for the strategy period
2006-2008.

The 2006 share ownership plan was originally directed
10 55 Metso managers, and it covered a maximum total of
94,985 shares. After the financial year was closed, the plan
was extended to Caver an additional six Metso managers.
Based on the 2006 earnings period, by the end of March 2007
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a maximum total of 100,601 shares will be distributed, The
entire Metso Executive Team is included in the sphere of the
incentive plan, and they can be rewarded with a maximum
of 25.955 shares, The reward from the plan is based on the
achieved operating profit of Metsa Corporation and its Busi-
ness Areas in 2006.

If the value of Metso's share, determined as the average
price of the share during the first two full weeks of March
2007, exceeds EUR 38, the number of grantable shares will
be decreased by a corresponding ratic.

Repurchase of own shares

Metso Corporation's Annual General Meeting on April 4,
2006 authorized Metso Corporation’s Board of Directors 1o
resolve 1o repurchase the Corporation’s own shares with its
distributable funds provided that the combined nominal
value of the shares thus acquired corresponds to no more
than 5 percent of the Corporation’s total share capital at the
moment of acquisition.

The authorization entitled the Board to repurchase the
Corporation’s own shares among other things for use in
the above mentioned share ownership plan. According to
the authorization, the shares were to be acquired through
public securities trading on the Helsinki Stock Exchange, at
the share price prevailing on the day of acquisition.

Metso Corporation’s Board of Directors decided to
outsource the administration of the share ownership plan
{0 a partnership (MEQW Incentive Ky} included in Metso's
consolidated financial statements, which purchased the
300,000 Metso shares required to implement the share
ownership plan.These shares were purchased on the Helsinki
Stock Exchange during the period December 8-13, 2006 at
an average price of EUR 36.63 per share.

Metso Paper

EUR million 2005 2006
Netsales a2 1547
Opeatingproft 209 1102

9% of net sales ] T 53 _ 5.7
Capital employed, Dec.31 329 617
Gross capital expenditure 34 18
Research and development expenses 51 60
Ondersreceived o 1993 2,139
Order backlog, Dec. 31 1267 2,165

8201 10,867

Personnel, Dec 31

Metso Paper's net sates grew by 14 percent on the compar-
ison year and totaled EUR 1,947 million. Growth was achieved
in all business §ines. Aftermarket operations accounied for
31 percent of net sales (35% in 2005). The increase in project
and equipment deliveries reduced the proportional share
of aftermarket operations. Measured in euros, the volume of
aftermarket operations increased by 2 percent.
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Metso Paper's operating profit was EUR 110.2 million, or
5.7 percent of net sales, The improvement in operating profit
darived mainly from the Tissue Business Line. The operating
profit was weakened by expenses of EUR 1o millicn recog-
nized in the last guarter, related to business reorganizations
in Italy and the USA, and to the integration of the Pulping
and Power businesses.

The value of orders received by Metso Paper increased by
7 percent on the comparisen peried and totaled EUR 2,139
million. The orders of tissue machines grew relatively the
most, In 2006, Metse Paper received a total of seven new
paper and board machine orders, six tissue machine orders
and ten fiber process orders. At the end of year the order
backiog was EUR 2,165 million. The crder backlog includes
the EUR 727 million order backlog of the Pulping and Power
businesses acquired in December. Metso Paper’s order
backlog increased by 13 percent, excluding the effect of the
acquired Pulping and Power businesses.

The acquisitions made in 2006 increased Metso Paper’s
personnel by about 2,600 people.

Metso Minerals

EUR million 2005 2006
Net sales 1,735 2,174
Operating profit ' 1776 286.0
" wofretsales 102 132
Capi‘talremployé'-d, Dec, -31 o - 895 §49
Gross caphal expenditure 55 66
Research and dévelopmeht expensés 1 13
Orders receivéd ' ' . 1,97376 2,630
Order backlog, Dec. 31 T gs2 1,254
sovelOec3l s aam

Metso Minerals' nat sales rose by 25 percent on the compar-
json year and totaled EUR 2,174 million. The deliveries of the
Crushing and Screening Business Line and the Minerals
Processing Business Line grew sirongly. The growth was
relatively strongest in the Recycling Business Line. Metso
Minerals’ aftermarket operations accounted for 43 percent
of net sales (469 in 2005). The growth of preject and equip-
ment deliveries reduced the relative proportion of after-
market operations. Measured in euros, the volume of after-
market operations increased by 17 percent.

The operating profit of Metsa Minerals increased to EUR
286.0 million, which was 13.2 percent of net sales. Profitability
improved the most in the Crushing and S¢reening Business
Line, the Minerals Processing Business Line and the Recycling
Business Line, due to strong volume growth, improved price
levels and a more efficient supply chain,

The value of orders received by Metso Minerals increased
by 36 percent and totaled £UR 2,630 million, Growth was
the strongest in the Minerals Processing and the Crushing
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Consolidated Statements of Income

EUR millicn

Note

Year ended December 31,

2004

2005

2006

Netsales . ..
Cost of goods sold

8,9

3602
(2673)

422
(3,110

4,955
(3,659}

Gross profit

Selling, general and administrative expenses
Other operating income and expenses,net .~~~
Share in profits and losses of associated companies
Reversal of Finnish pension liability

ass

5. 35

16,35

7,29, 35

W38

s
Loy

75

L

{794)
12

1

5

1,296

(846)

OPeraling POt e 3

%ofnetsales

Financial income and expenses, net

35

10

5.5%

33
| 75%

(€3)

457

 9.2%

{36)

Profit on condinuing operations before tax

Income taxes on continuing operations

11

SO A

. ]8... .

292

(72)

421

an

Profit on continuing operations

Profit (loss) on discontinued operaticns, net of taxes

- e

158

04

220

17

Ao

Profit {loss)

144

237

410

Profit (loss) attributable to minority interests
Profit (loss) attributable to equity shareholders

236

409

Profit (loss)

237

410

Earnings per share from continuing operations
Dited BUR e

Basic BUR O
. Dluted BUR

Earnings per share from continuing and discontinued operations

BasicEUR
. Diluted £UR

14
14

14
4

14
L

e

AL

“_i(o.n}
Lol

e

57
157

012
0.2

169
169

. 289
2.89

2.80
2.89
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Consolidated Balance Sheets

Assets

As at December 31,
EUR millicn Note 2005 2006

Cintangibleassets e S
_Goodwill
Other |mang|ble assets

LS 1082,

Land and water areas

] ~Buildingsz and structures i
Ma““'”?’,!?’”d Eq‘.{'PmE”‘ . B
Assets under construction

Flnanual and nther assets ]
Investments in assoaated compames )
Avallable-for-sale equily investments

— A"a"ab'e ff" 53 ﬁ"anc'a‘ assets L . SO o
Deferiedtaxasses eI 182
Qther non-current assets 20 39

Total non-current assets E

Current assets
Inventories

Total current assets 2,453 2,995

Assetsheldforsale

Total assets 3,904 4,958
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Shareholders’ equity and liabilities

As at December 31,
EUR million Note 2005 2006

L ~ S ,
L
e e —— I .

763
1468

Share premium reserve

Retained earnings

Equity attributable to shareholders

Total equity 1,292 1,474

Lia

_ Noncurrentliabilties e o
Post employment benefit obligaticns o 29 57 157
Other long-term liabilities : 7 2 '
liabiliti gio 874

Current portion of long-term deb 2 dso 93
oo madeand other payables 28 85 1,238
685
m

57
1802 2610

Advances received

55 of cos nings prrgjerctsypq?r construction

Tax liabilities
___Total current liabilities

Total liabilities 2,612 3,484

Total shareholders’ equity and liabilities 3,904 4,958
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Consolidated Statements of Cash Flows

Year ended December 31,
EUR million Note 2004 2005 2006
Cash flows from operating activities: i o o
Profit {loss) T o S

Adjustments to reconcite profu {loss} to net cash provnded by operaung acuvmes i,
B TRRULLL SO
. Gain on sale of fixed assels U San o :
" Gain on sale of available-for-sale equityinvestments 08 @ 0 @D
_ Share of profits and losses of associated companies LT <) BT
. Interests and dividend income -
Other non- cash uems . ) e 4
Change in net working capual ne1 ofeffem from busmess acqunsmons and dlsposals 63 7 08
TR, - BEUUUUIN - S ..
Interestreceived B JUR - POR.
Dividends received o oo e e e e e
Income taxes paid (31) (50 (68)
Net cash provided by {used in) operating activities 261 164 442
Cash flows from investing activities:

_ Depreciation and amortization

Change of provisions related to resuuctunng programs o

__{Gain) loss cn. sale ofsub5|d|ane5 and assocuated compames

Interest paid

e oh 029

. T .
as) ... 2m

__Capital expenditures on fixed assets
~ Proceeds from sale of fixed assets. i
_ Business acquisitions, net ofcash acqu&red ] R
Proceeds from sale of businesses, net of cash sold o

Investments in associated companies
. Proceeds from sale ofassociated companies

__Proceedsfrom sa(eofavallab{e for- saleequnywwestments e
Investments in availaple-for-safe financial assets

Proceeds from sale of available-for-

_increase in loan _re__ceivables .
Decrease in loan receivables
Cther items

Net cash provided by {used in) investing activities

Cash flows from financing activities:

~Share options exercised

_Redemption of own shares e et e e e B T SR LY
. Dividendspaid . e Lo e 98

_Hedging of net mvestmem in foualgn subswdlane

__Net borrowings (payments) on short-term debt

Proceeds from issuance of long-termdeot L [ - R A
@wes) - (1s6) (165}

 Principal payments of financeleases e @00 B @
Other items (23 - -
Net cash provided by (used in) inancing activities (332) (136) (179)

Principal payments of long-term debt

Netincrease (decrease) in cash and cashequivalents M

Effect of changes in exchange rates on cash ans_i_,casb,?“ uivalen

Cash and cash equivalents at beginning of year 130

Cash and cash equivalents at end of year 372
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Change in net working capital, net of effect from business acquisitions and disposals:
‘ear ended December 31,

EUR million 2004 2005 2006

(Increase) decrease in assets and increase (decrease) in liabilities:

4 om @)
om0

Trade and other payables - 166 105 390
Total 63 (170} {18)

Inventory

Supplemental cash flow information:

Revolving credit facility activiy o

CMNewbondsissued

Breakdown of business combinations is presented in note 12.
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Consolidated Statements of Changes in
Shareholders’ Equity

EUR millicn

Balance at January 1,2004 335 14 o)y am 252 879 7 886

Translat\on dlfferences

Tonderofwensarondiferences = 8. - @ - -

Deferred taxasset - U N R
Cther - - - - 1 1
Net income (expense) recognized directlyinequity = = 2 - 4] B L . -

T e
Total recognized income for 2004, [T S - SNUOOL < SO« S

ST R e _7_(27)(27)_ (27)

Balance at December 31,2004 T T 3y T ha a8y 431 361 990 S 995

Effectsof adopting 1A532 e e e
Own shares e . SO NN 1) SO
Bfecisofadoping AS30 .
_ Cash ﬂow hedges, net oftaxes T ) o )
_ Available-for-sale equnymvestmems "EI °f taxes— T =P 2 T
Other - - - 0 2 2 - 2

b,alancé atjanuary1'2005 e e e e e s 232 14 (48) 435 354 997 5 1'002
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EUR million

BalanceatJanuary1,2005 232 14 (48) 435 364 997 5 1,002

Cash flow hedgesnetoftases

Other - - - 0 1 1 1 2
Netincome (expense} recognized directly inequity - - 39 an 129 1o

Bt sy
Tetal recognized income for 2005 - - 3% Oy 237 265 2 287

Dividends e S o e B BB )

Share options exercised 9 62 - - - 71 - 71

BalanceatDecember31,2005 241 76 (9) 4

gggh flow hedges, net of taxes

Net income {expense) recognized directly inequity - - Be e s @ o

Dividends oo (o8 9 -

Redemption of own shares - - - 0n - (1) - (n
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Notes to Consolidated Financial Statements

1 Accounting principles

Description of businesses

Metso is a global technology corporation, which designs, develops
and produces systems, automation solutions, machinery and
equipment for pracess industries. The main customer industries
are the pulp and paper, mining, construction ang energy indus-
tries. Metso's aperations are divided into four Business Areas: Metso
Paper, Metso Minerals, Metso Automation and Metso Venturas.
Metso Ventures is comprised of Metso Panelboard, Foundries,
Metso Powdermet and Valmet Automotive.

In January 2004, Metso divested its Converting Equipment
group to a Swiss company, Bobst Group. in June 2004, Metso
divested its Compaction and Paving business line (Dynapac),
previously part of Matso Minerals, to Aftor, a Nordic private equity
investor. In Decermber 2004, Metso divested its Drilling busi-
ness line {Reedrill), previously part of Metso Minerals, to the US.
company Terex Corporation. In April 2005, Metso Crives, previously
reported under Metso Ventures, was sold to CapMan, 2 Finnish
private equity investor. Divested businesses mentioned above are
presented as Discontinued operations separate fram Continuing
operations.

in December 2006, Metso acquired the Pulping and Power
businesses of Aker Kvaerner, a Norwegian group. The businesses
were transferred 1o Metso on December 25, 2006 and are reported
under Metsc Paper Business Area.

Basis of preparation

The consolidated financial statements, prepared in accordance
with International Financial Reporting Standards ('IFRS") as adopted
by the EU, include the financial statements of Metso Corporation
{the "Parent Company®) and its subsidiaries (together with the
Parent Campany, *Metso” or the “Company”). There are no differ-
ences between IFRS as adopted by the EU, as applied in Metso,
and IFRS as written by the IASB. Metso Corperation was formed in
1996 as a resuit of the merger of Raurma Corporation and Valmet
Corporation. The merger was consummated on July 1, 1999 and is
accounted for by the pooling-of-interests method,

Accounting principles set out below have been consistently
applied to all the years presented, except for those relating 10 the
classification and measurement of financial instruments. Metso
has applied IFRS 1 in prepasing these consolidated financial state-
ments, and used the exernpticn to only apply IAS 32 and 1AS 39
from January 1, 2005 onwards. The principles applied to financial
instruments before and after January 1, 2005 are disclosed sepa-
rately.

Until December 31, 2004, the consolidated financial statements
were prepared in accordance with the Finnish Generally Acceptad
Accounting Principles (*FAS™ or “Finnish GAAP?), which differ in
certain respects from IFRS. When preparing the 2005 consolidated
financial statements of Metse, the management adjusted certain
accounting and valuation methods applicable in Finnish GAAP
1o comply with IFRS. The comparative figures of 2004 have been
presented in accordance with IFRS except as described in the
accounting principles that follow.
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Use of estimates

The preparation of financial statements, in conforrity with IFRS,
requires managemeant to make estimates and assumptions that
affect the reporied amounts of assets and liabilities and disclo-
sure of cantingent assets and liabilities at the dates of the finandial
staternents and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those
estimates.

Accounting convention

The financial statements are prepared under the historical cost
canvention, except for assets and liabilities classified as deriva-
tives and available-for-sale equity investments and financial assets,
which are recognized at fair value. Lcan and other interest bearing
receivables are recorded at cost and discounted to the present
value.

Principles of consolidation

Subsidiaries

The consolidated financial statements include the financial state-
ments of the Parent Company and each of those companies in
which it owns, directly ar indirectly through subsidiaries, over 50
percent of the voting rights or in which it is in a position to govern
the financial and operating policies of the entity. The companies
acquirad during the financial period have been consolidated from
the date Metso acquired control. Subsidiaries sold have been
included up to their date of disposal.

All intercompany transactions are eliminated as part of the
consolidation process. Minority interests are presented in the
consolidated balance sheets within equity, separately from the
equity attributable to shareholders. Minority interests are sepa-
rately disclosed in the consolidated statements of income.

Acguisitions of companies are accounted far using the
purchase method. The cost of an acquisition is measured at fair
value over the assets given up, shares issued or liabilities incurred
or assumed at the date of acquisition including any costs directly
attributable to the acquisition. The excess acquisition cost over the
fair value of net assets acquired is recognized as goodwill (see also
intangible assets). If the cost of acquisition is less than the fair value
of the group's share of the net assets acquired, the difference is
recognized directly through profit and loss.

Associated companies and joint ventures
The equity method of accaunting is used for investrents in associ-
ated companies in which the investment provides Metso the ability
to exercise significant influence over the operating and financial
policies of the investee company. Such influence is presumed to
exist for invesiments in companies in which Metso's direct or indi-
rect ownership is between 20 and 50 percent of the vating rights.
Investments in associated companies are initially recognized
at cost. Investments in joint ventures in which Metso has the
power to jointly govarn the financial and operating activities of the
investee cornpany are accounted for using the equity method.




Under the equity methad, the share of prefits and losses of
associated companies and joint ventures is presented separately
in the consolidated statements of income. Metso's share of post-
acquisition retained profits and losses of associated companies
and joint ventures is reported as part of investments in associated
companies in the consolidated halance sheets.

Foreign currency translation

The financial statements are presented in eurcs, which is the func-
tional currency of the Parent Company.

Transactions in foreign currencies are recorded at the rates of
exchange prevailing at the date of the transactions. At the end
of the accounting period, unsettled foreign currency transaction
balances are valued at the rates of exchange prevailing at the
balance sheet date. Trade flow related foreign currency exchange
gains and losses are recorded in other operating income and
expenses, net, unless the foreign currency denominated transac-
tions have been subject to hedge accounting, in which ¢ase the
related exchange gains and losses are recorded in the same ling
item as the hedged transaction. Foreign exchange gains and losses
associated with financing are entered as a net amount under finan-
cial income and expenses, net.

The statements of inceme of subsidiaries with a functional
currency different from the presentation currency are translated
into euro at the average exchange rates for the financial year
and the balance sheets are translated at the exchange rate of
the balance sheet date. The resulting transiation differences are
recorded in the cumulative translation adjustment line item in
eguity. When Metso hedges the equity of its foreign subsidiaries
with foreign currency leans and with financial derivatives, the
translation difference is adjusted by the currency effect of hedging
instruments and recorded in equity, net of taxes. When a foreign
entity fs disposed of accumulated exchange differences are recog-
nized in the consolidated statements of income as part of the gain
or lass on the sale.

Derivative financial instruments

Accounting principles applicable before January 1, 2005
Both standards, IAS 35 "Financial Instruments: Recognition and
Measurement” and |AS 32 “Financial Instruments: Disclosure
and Presentation” became applicable 1o Metso prospectively on
January 1, 2005. The previous year comparative data has not been
restated in compliance with these standards. It has been measured
and presented in accordance with principles applicable under
Finrish GAAR.

Finnish GAAP did not require recognition of financial deriva-
tives prior to recognition of the underlying hedged transaction,
but allowed hedge accounting for a wider range of transactions
without specific documentation and hedge effectiveness testing
requirements. In addition, as Finnish GAAP did not require presen-
taticn of derivatives at fair value on the balance sheet, they were
reported either at fair value or on accrual basis as part of the
hedged transaction.

Accounting principles applicable after January 1, 2005

Metso uses a variety of derivative financial instruments, mainly
forward exchange contracts, and a limited number of interest rate,
currency and cross-currency swaps as well as currency options,
interest rate futures and commodity contracts, as part of its overall

Notes to Consolidated Financial Statements

risk management policy. These instruments are used to reduce the
foreign currency, interest rate and price risks relating to existing
assets, liabilities, firm commitments, forecast sales and estimated
consumption of raw materials.

Metso does not hold nor issue derivative financial instruments
for trading purposes,

Hedging currency risk

Metso uses principally ferward exchange coniracts to mitigate
the currency risk on certain commercial assets {receivables) and
liabilities (payables) and firm commitments (orders). The financial
derivatives are designated at inception either as hedges of fore-
cast transactions or firm commitmenits (cash flow hedge), or as fair
value hedges of assets or liabilities, or as financial derivatives not
meeting the hedge accounting criteria (economic hedge). Deriva-
tives are initially recognized in the balance sheet at cost and subse-
quently measured at their fair value on each balance sheet date.

The currency portion of derivatives qualifying for hedge
accounting is designated at inception as a hedge with respect
to the hedged item or group of items with similar characteristics.
The hedge effectiveness is tested quarterly both prospectively and
retrospectively. The effective currency portion of the derivatives is
recognized in the hedge reserve of equity and recorded through
profit and loss concurrently with the underlying transaction being
hedged. The interest portion of the derivatives is reported under
other operating income and expenses, net. Should a hedged trans-
action no longer be expected to occur, any cumulative gain or loss
previously recognized under equity is reversed through profit and
Joss.

Derivatives not qualifying for hedge accounting, which have
been contracted to mitigate risk arising from the commercial
activity, are recognized at fair value in other operating income and
€Xpenses, net.

Metso hedges its net foreign investments in certain currencies
to reduce the effect of exchange rate fluctuations. The hedging
instruments are mainly foreign currency loans and forward
exchange contracts, and to some extent Cross-Currency swaps.
Both realized and unrealized exchange gains and losses measured
on these instruments are recorded, net of taxes, in a separate
compaonent of equity against the transtation differences arising
from consolidation to the extent that these hedges are effective.
Their effectiveness is tested quarterly both prospectively and
retrospectively. The interest portion of derivatives qualifying as
hedges of net investment is recognized under financial income
and expenses, net.

Hedging interest rate risk

Metso's exposure 1@ interest rate risks, arising from interest bearing
receivables and loans, is managed mainly through interest rate
swaps. When these instruments are designated as hedging instru-
ments, Metso applies either cash flow hedge accounting or fair
vaiue hedge accounting as apprepriate. The effective portion of
changes in the fair value of derivatives that are designated and
qualify as cash flow hedges are recognized in the hedge reserve as
of the balance sheet date. Changes in the fair value of derivatives
that are designated and qualify as fair value hedges are recorded in
financial income and expenses, nei, together with any changes in
the fair value of the hedged asset ar liability that are atuributable to
the hedged interest rate risk.
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Hedging commodity risk

Metso has entered into electricity forwards to reduce its expo-
sure to the volatility of electricity prices in units located in Scan-
dinavia. Prior to April 1, 2005, after which Metso started to spply
hedge accounting to commodity forwards, the forwards were fair
valued quarterly and the change in fair value was recognized in
cther operating income and expenses, net. Since April 1, 2005, the
effective portion of the changes in fair vaiue of the forwards are
recognized in the hedge reserve, the gain or loss relating to an
ineffective portion of the instrurmenits is recognized in other cper-
ating income and expenses, net. Amounts accumulated in eguity
are recognized through profit and loss concurrently with the corre-
sponding electricity procurement.

Fair value estimation

The fair value of the forward exchange contracts is determined
using forward exchange market rates at the balance sheet date.
The fair value of the interest rate swaps is calculated as the present
value of the estimated future cash flows. The fair value of the elec-
tricity forwards is Dased on quoted market prices at the balance
sheet date. The fair vaiue of options is determined using Black-
Scholes valuation model.

Employee benefits

Share-based payments

Share-based payments granted to Meisa's key personnel are fair
valued as of the grant date and recognized as an employee benefit
expense with correspanding entry in other reserves of the equity.
The fair value of the equity-settled share awards is based on the
quoted market price of the shares at the grant date, the fair value
of cash-settled transactions is measured at the exchange value
of the underlying equity instrument until settied in cash. The fair
value of instruments granted is expensed over their vesting period
with corresponding increase in other reserves under equity. When
the options are exercised, the proceeds received, net of transaction
costs, are recognized in the share capital at nominal value and the
excess in the share premium reserve,

Pensions and coverage of pensicn lisbilities

Metso has several different pension schemes in accordance with
local regulations and practices in countries where it operates. (n
certain countries, the pension schemes are defined benefit plans
with retirement, disability, death, ather post retirement benefits,
such as health services, and tarmination income benefits. The
retirement benefits are usually based on the number of service
years and the salary levels of the final service years. The schemes
are generally funded through payments te insurance companies
or 1o trustee-administered funds as determined by pericdic actu-
arial calculations.

In additicn, certain companies within Metso have multi-
employer pension arrangements and defined contribution
pension schemes, The contributions to defined contribution plans
and to multi-employer and insured plans are charged to profit and
loss concurrently with the payment obligations.

In the case of defined benefit plans, the liability arising from
the plan is the present value of the defined benefit obligation as
of the balance sheet date, adjusted by the fair value of the plan
assets and by the unamortized portion of the actuarial gains and
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losses and of past service cost. Independent actuaries calculate
the defined benefit ebligation, which is based on the projected
unit credit method and is discounted 16 the present value of the
estimated future cash flows using the interest rates approximating
the terms of the pension engagement. The cost of providing
retirement and other post retirement benefits 1o the personnel is
charged to profit and loss concurrently with the service rendered
by the personnel. Actuarial gains and losses arising from experi-
ence adjustments, changes in actuarial assumptions and amend-
ments to plans in excess of the greater of 10% of the value of plan
assets or 10% of the defined benefit cbligation are recognized in
profit and loss over the average remaining service years of the
employees concerned.

Revenue recognition

Revenues from goods and services sald are recognized, net of sales
taxes and discounts, when substantially all the risks and rewards of
ownership are transferred to the buyer, or when legal title of the
goods and responsibility for shipment has transferred to the buyer.
The transfer of risk 1akes place either when the goods are shipped
or made available to the buyer for shipment, depending on the
delivery terms clause of the contract. The credii worthiness of the
buyer is verified before engaging into a sale. However, should a risk
of non-payment arise after revenue recognition, an allowance for
non-collectibility is established.

Percentage-of-completion method

Sales and anticipated profits under engineering and construc-
tion contracts are recorded on a percentage-of-completion basis.
The stage of completion is determined either by units of delivery,
which are based on predetermined milestones and on the real-
ized value added {contract value of the work performed to date}
or by the cost-to-cost method of accounting. Estimaied contract
profits are recorded in earnings in proportion to recorded sales.
In the cost-to-cost method, sales and profits are recarded after
considering the ratio of accumulated costs to estimated 1otal costs
to complete each contract. In certain cases, subcontractor mate-
rials, labor and equipment, are included in sales and costs of gocds
sold when management believes that Metso is respansible for the
uhimate acceptability of the project. Changes o total estimated
contract costs and losses, if any, are recognized in the period in
which they are determined.

Service ravenue

Revenues from short-term service contracts are recognized once
the service has been rendered. Revenues fram long-term service
contracts are recognized using the cost-to-cost method.

Sales with repurchase commitments

If the conditions of a sales contract with repurchase commitment
indicate that the transfer of risks and rewards has not taken place
at initial delivery of equipment and transfer of ownership, the
revenug is deferred. The monies received for the machines, net of
the guaranteed amount, are recognized over the contract term as
lease income concurrently with the depreciation of the equipment
until the expiry of the resale right. If the repurchase commitment
expires unexercised, the remaining deferred revenue is recognized
asincome,




Trade-ins

Sales, against which trade-ins are accepted, are recorded at
contract price. Any reduction between the agreed trade-in price
and its recorded value in the inventory is recognized in cost of
goods sold concurrently with the sale.

Government grants

Government grants relating to acquisition of property, plant and
equipment are deducted from the acquisition cost of the asset
and recognized in profit and loss as a reduction of the depreciation
charge of the related asset. Other government grants are deferred
and recognized in profit and loss concurrently with the costs they
intend to compensate.

Shipping and handling costs

Metso includes shipping fees billed to custocmers in revenues and
shipping costs incurred in cost of goods sold.

Advertising costs
Advertising costs are expensed as incurred.

Other operating income and expenses

Other operating income and expenses, net comprise income and
expenses, which do not directly relate to the operating activity of
businesses within Metso. Such items include gains and losses on
disposal of assets, other than those, which gqualify as discontinued
operations, costs related te significant restructuring programs, and
foreign exchange gains and losses, excluding those, which qualify
for hedge accounting and those, which are reported under finan-
cial income and expenses, net.

Income taxes

Income taxes presented in the consolidated statements of income
consist of current and deferred taxes. Current taxes inciude esti-
mated taxes correspanding to the results for the financial year of
the companies, and adjustments of taxes for previcus years.

A deferred tax liability or asset has been determined for all
ternporary differences between the tax bases of assets and llabili-
ties and their amounts in financial reporting, using the enacted tax
rates effective for the future years. The deferred tax liabilities are
recognized in the balance sheet in full, and the deferred tax assets
are only recognized when it is probable that there will be sufficient
taxable profit against which the asset can be utilized.

No deferred tax liability has been recognized for undistributed
earnings of domestic subsidiaries (i.e., Finnish) since such earn-
ings can be transferred to the Parent Company without tax conse-
quences. Metso does not provide deferred income taxes on undis-
tributed earnings of foreign subsidiaries, except in situations where
Metso has elected te distribute earnings, which become subject te
additional non-recoverable taxes triggered by a distribution.

Earnings per share
Basic earnings per share are calculated by dividing the profit attrib-
utable to equity shareholders of the Company by the weighted
average number of ordinary shares in issue during the year,
excluding own shares.

The diluted earnings per share are calculated by applying
the "treasury stock” method, under which earnings per share
data is computed as if the warrants and options were exercised
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at the beginning of the period, or on the issuance of warrants
and options, if that occurs later during the period, and as if the
funds obtained thereby were used to purchase common stock
at the average market price during the period. In addition to the
weighted average number of ordinary shares outstanding, the
denominator includes the incremental shares cbtained through
the assumed exercise of the warrants and options. The warrants
and options have a dilutive effect only when the average market
price of the common stock during the period exceeds the exercise
price of the warrants and options.

Intangible assets

Intangible assets, which comprise mainly goodwill, trademarks,
patents and licences, are stated at historical cost less accumulated
amortization and impairment loss, if any. Intangible assets with
indefinite useful lives, such as goodwill and trademarks, are not
amortized, but tested annuaily for impairment.

Amartization of intangible assets

Amortization of intangible assets with a definite useful life is calcu-
lated on a straight-line basis over the expected economic lives of
the assets as follows:

Patents and licences 5-10 years
Computer software 3-5 years
Other intangibles 3-12 years

Expected useful lives are reviewed at each balance sheet
date and if they differ significantly frem previous estimates, the
remaining amortization pericds are adjusted accordingly.

The carrying value of intangible assets subject to amortiza-
tion is reviewed for impairment whenever events and changes in
circumnstances indicate that the carrying amount of an asset may
not be recoverable. A previousty recognized impairment loss may
be reversed if there is a significant improvement to the circum-
stances having initially caused the impairment, however not to an
extent higher than the carrying amount, which would have been
recorded had there been no impairment in prior years.

Impairment of intangible assets with indefinite useful lives

The carrying value of goodwill for each Business Area and of ather
intangible assets with indefinite useful lives are reviewed annually
or mare frequently for impairment, if the facts and circumstances,
such as declines in sales, cperating profit or cash flows or material
adverse changes in the business ¢limate, suggest that its carrying
value may not be recoverable. The testing of goodwill is performed
at the cash generating unit level, whereas the testing of an intan-
gible asset with an indefinite useful life is either performed as part
of a cash generating unit or separately if the asset generates inde-
pendent cash flows. The annual testing may be performed using
previous year's recoverable amounts of the cash generating units if
there has not been significant changes to the assets and liabilities
of the cash generating unit, if in the previcus testing the recov-
erable value clearly exceeded the carrying values tested, or if the
likelihoed that the current recoverable value would be less than
the current carrying value of the cash generating unit is remote.
Metso uses a discounted cash flow analysis to assess the fair value
of intangible assets subject to testing. A previously recognized
impairment loss on goodwill is not reversed even if there is a signif-
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icant improvement in circumstances having initially caused the
impairment, whereas an impairment loss on an intangible asset
with an indefinite life may be reversed should there be a signifi-
cant improvement to cash flows compared to the projections
having generated the impairment loss in the first place. However,
the impairment loss may not be reversed to an extent higher than
the carrying amount, which would have been recorded had there
been no impairment in prior years.

Research and development

Research and development costs are mainly expensed as incurred.
Research and development costs comprise salaries, administration
costs, depreciation and amortization of tangible and intangible
fixed assets. Development costs meeting certain capitalization
criteria under |AS 38 are capitalized and amortized during the
expected economic life of the underlying technalogy.

Property, plant and equipment
Property, plant and equipment are stated at historical cost, less
accumulated depreciation and impairment loss, if any. Land and
water areas are not depreciated.

Depreciation and amortization is calculated on a straight-line
basis over the expected useful lives of the assets as follows:

Buildings and structures
Machinery and eguipment

15-40 years
3-20 years

Expected useful lives are reviewed at each balance sheet
date and if they differ significantly from previous estimates, the
remaining depreciation periods are adjusted accordingly.

Subsequent improvement costs related 1o an asset are included
in the carrying value of such asset or recognized as a separate asset,
as appropriate, only when the future economic benefits associated
with the costs are probable and the related costs can be separated
from normal maintenance costs.

Metso reviews property, plant and equipment to be held
and used by the company for impairment whenever events and
changes in circumstances indicate that the carrying amount of
an asset may not be recoverable. Impairments of property, plant
and equipment and capital gains and losses on their disposal are
included in other operating income and expenses, net. A previ-
ously recognized impairment on property, plant and equipment
is reversed only if there has been a significant change in the esti-
mates used to determine the recoverable amount, however not
to an extent higher than the carrying armount, which would have
been recorded had there been no impairment in prior years,

Capitalization of interest expenses

The interest expenses of self-constructed investments are capi-
talized in Metsc's financial statements. The capitalized interest
expense is amortized over the estimated useful life of the under-
lying asset.

Leases

Leases for property, plant and equipment where Metso has
substantially all the risks and rewards of ownership are classified
as finance leases. Finance leases are capitalized at the inception
of the lease at the lower of the fair value of the leased property
or the present value of the minimum lease payments. Each lease
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payment is allocated between the liability and finance charges.
The corresponding rental obligations, net of finance charges, are
included in long-term debt, and the interest element is charged
10 the profit and loss over the lease period. Property, plant and
equipment acquired under finance leases are depreciated over the
useful life of the asset or over the lease period.

Leases of property, plant and equipment, where the lessor
retains a significant portion of the risk and rewards, are classified as
operating leases. Payments under operating leases are expensed
as incurred.

Financial investments

Financial investments are classified into available-for-sale equity
investments, available-for-sale financial assets and loan and other
interest bearing receivables. The classification s determined at the
time of the purchase depending on the purpose for which the
assets were acquired.

Purchases and sales of financial investments are recognized on
the settlement date and the cost of purchase includes the transac-
tion costs.

Metso assesses at each balance sheet date whether there is
objective evidence that a financial asset or a group of financial
assets is impaired. In the case of investmenis classified as available-
for-sale, a significant or prolonged decline in the fair value of the
security below its cost is considered in determining whether the
investment is impaired.

Available-for-sale equity investments

Available-for-sale equity investments include mainly shaves in
listed companies. From January 1, 2005 onwards, available-for-
sale equity investments are carried at fair value, based on quoted
closing prices as of the respective balance sheet date. Unrealized
gains and losses arising from changes in fair value are recognized
in the fair value reserve of equity. Gains and losses at disposal and
potential impairment are recorded in the profit and toss and the
accumulated change in fair value previously recorded in the fair
value reserve of equity is reversed. Unlisted shares, for which fair
values cannct be measured reliably, are recognized at cost less
impairment.

Available-for-sale financial assets

Non-current available-for-sale financial assets

Available-for-sale financial assets, which are reported under non-
current assets, comprise investments in financial instruments,
e.g. bonds, commercial papers and time deposits with maturities
exceeding one year at acquisition or with an undefined maturity
and which the company plans to hold for more than one year.
From January 1, 2005 onwards, the instruments are fair valued
quarterly and the change in fair value is recognized in the fair value
reserve of equity. Gains and losses at disposal and potential impair-
ment are recorded in profit and loss and the accumulated change
in fair value previously recorded in the fair value reserve of equity
is reversed.

Current available-for-sale financial assets

Available-for-sale financial assets, which are reported under current
assets, comprise highly liquid investments, which have been
contracted as part of the cash management of Metso and which
do not qualify as cash and cash equivalents. From January 1, 2005




onwards, they are fair valued quarterly and the change in fair value
is recognized in the fair value reserve of equity. Gains and losses at
disposal and potential impairment are recorded in profit and loss
and the accumulated change in fair value previously recorded in
the fair value reserve of equity is reversed.

Loan and other interest bearing receivables
Loan and other interest bearing receivables comprise interest
bearing trade and loan receivables. They are presented as non-
current when their maturity, at the time of their inception, exceeds
one year.

Loan and other interest bearing receivables are recorded
at cost and discounted to the present value. They are subject 1o
regular and systematic review as to collectibility. If a loan receiv-
able is estimated to be partly or totally unrecoverable, a provi-
sion is made for the shortfall between the carrying amount and
the present value of the expected cash flows. Interest income on
loan and other interest bearing receivables is included in financial
income and expenses, net.

Inventories

Inventories are stated at the lower of historical cost calculated
on an “average cost” basis or net realizable value. Costs include
purchase costs as well as transportation and processing costs. The
costs of finished goods include direct materials, wages and salaries
plus social costs, subcontracting and other direct costs. In addi-
tion, production costs include an aliocak'e portion of production
and project administration overheads. Net realizable value is the
estimated amount that can be realized from the sale of the asset
in the normal course of business after allowing for the costs of
realization.

Inventories are shown net of a reserve for obsolete and slow-
maving inventories. A reserve 1s established and a corresponding
charge is taken to profit and loss in the period in which the loss
occurs based upon an assessment of technological obsolescence
and related factors.

Trade-in equipment received is recorded as inventory at the
lower of cast or net realizable value.

Trade receivables and securitization

Trade receivables are recognized at original invoice amount to
customers, net of aliowance for doubtful receivables. The allow-
ance is recorded on the basis of periodic reviews of potential non-
recovery of receivables by taking into consideration individual
customer credit risk, economic trends in customer industries and
changes in payment terms. Bad debts are written off when offi-
cial announcement of receivership, liquidation or bankruptcy is
received confirming that the receivable will not be honored.

If extended payment terms, exceeding cne year, are offered to
customers, the invoiced amount is discounted to its present value
and interest income is recognized over the credit term.

Metso selis certain receivables through arrangements with
third party financial institutions, The transfer of such financial asset
qualifies for derecognition when substantially all the risks and
rewards of ownership, including legal isolation of the financial
asset from the Company, and the control over the asset have been
transferred. A gain or loss on sale of the receivables is recorded at
derecognition.
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Cash and cash equivalents

Cash and cash equivalents consist of cash in banks and other liquid
investments with criginal maturity of three manths or less.

Assets classified as held-for-sale

Non-current assets and discontinued operations are classified as
held-for-sale and stated at the lower of carrying amount and the
fair value less cost o sell, if their carrying amount is recovered prin-
cipally through a sale transaction rather than through a continuing
use.

A discontinued cperation results from the management’s deci-
sion and commitment 1o dispose of 2 separate business for which
the related assets, liabilities and operating results can be distin-
guished both operationally and for financial reporting purposes.
When specific criteria for the held-for-sale classification has been
met, the non-current assets are recorded at the lower of carrying
value or fair value less cost to sell, and non-current assets subject
10 depreciation or amortization are no longer amortized. The assets
and liabilities of a disposal group classified as held-for-sale are
presented in the balance sheet separate from assets and liabilities
related to continuing operations as of the date the operation quati-
fied as discontinued. The results of discontinued operations, net of
taxes and the gain or loss on their disposal are presented for all
periods separate from continuing operations in the consolidated
statements of income. Balance sheet data from periods preceding
the gualifying disposal decision is not rectassified.

Own shares

In 2004, own shares held by Metso were valued at the historical
acquisition price in a separate caption under financial assets and
in equity.

From January 1, 2005 onwards, own shares are valued at histori-
cal acguisition price and have been deducted from eguity. Shou'd
such shares be subsequently sold or reissued, the consideration
received, net of any directly attributable transaction costs and
related income tax, is recorded in the equity.

Dividends

Cividends proposed by the Board of Directors are not recognized
in the financial statements until they have been approved by the
shareholders in the Annual General Meeting.

Long-term debt

Long-term debt is initially recognized at fair value, net of transac-
tion costs incurred. Debt is classified as current liability unless the
Company has an unconditional right to defer settternent of the
liability for at least 12 menths after the balance sheet date.

Capitalization of transaction costs related

to issuance of debt instruments

Transaction costs arising from issuance of debt instruments are
included in the book value of the debit, and amortized using the
effective yield method over the borrowing period of the respec-
tive liability.

Capitalization of transaction costs related

1o exchange of debt instruments

Transaction costs arising from exchange of debt instruments are
included in the book value of the debt and amortized using the
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effective yield method over the remaining period of the modi-
fied liability provided the new conditions obtained through the
exchange do not substantially differ from these of the originat
debt. The assessment of whether the conditions are substantially
different is based on a comparison of the discounted present value
of the cash flows under the new terms and the present vaiue of
the remaining cash flows of the original financial liability.

Provisions

Provisions, for which settlement is expected to occur more than
one year after the initial recognition, are discounted 10 their present
value and adjusted in subsequent closings for the time effect.

Restructuring costs

A provision for restructuring is recognized only after manage-
ment has developed and approved a formal plan to which itis
committed. Employee termination benefits are onfy recognized
when the representatives of employees or individual employees
have been informed of the intended measures in detail and the
related compensation packages can be reliably measured. The
costs included in a provision for restructuring are those costs that
are either incremental and incurred as 3 direct result of the plan

2 Financial risk management

or are the result of a continuing contractual obligation with no
continuing economic benefit to Metso or a penalty incurred to
cancel the contractual abligation. Restructuring costs also include
other costs incurred as a result of the plan, which are recorded
under other operating income and expenses, net, such as asset
write-downs, environmental liabilities and costs to transfer opera-
tions 1o new locations.

Environmental remediation costs

Metso accrues for losses associated with environmental remedia-
tion ohligations when such losses are probable and can be esti-
mated reliably. Accruals for estimated losses from environmenial
ramediation obligations generally are recognized no later than
completion of the remedial feasibility study. Such accruals are
adjusted as further information develops or circumstances change.
Recoveries of environmental remediation costs from other parties
are recorded as assets when their receipt is deemed probable.

Warranty Costs

An accrual is made for expected warranty ¢osts. The adequacy of
this accrual is reviewed periadically based on an analysis of histor-
ical experience and anticipated probable warranty liabilities.

Metso's business activities are exposed (o a variety of financial risks,
Metso alms to minimize potantial adverse effects of the financial
risks Lo its financial performance.

Metsa's financial risk management is carried out by a central
treasury department (Corporate Teeasury) under the policies
approved by the Board of Directors. Carporate Treasury identifies,
evaluates and hedges financial risks in close co-operation with the
operating units.

Foreigh currency risk management

Exchange rate changes affect the businesses, although the
geographical diversity of operations decreases the significance of
any individual currency. More than one-half of Metsos net sales
originate from autside the euro zone, the main currencies being
USD, EUR, SEK, CAD and BRL.

Metso measures and monitors foreign currency risk using sensi-
tivity analysis. The consclidated net exposures in different curren-
cies are continuously controlled and the risk is mitigated through
different financial instruments, including derivatives, as required by
the Treasury Policy.
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Trade flow related derivatives

In accordance with the Treasury Policy, the operating units are
requirad to hedge in full the foreign currency exposures that
arise from firm sales and purchase commitments. Future currency
denominated cash flows are hedged for periads, which do not
usually exceed two years. The majority of future curzency cash
flows relate 1o foreign currency dencminated order backlog. Oper-
ating units enter into internal forward exchange contracts with
the Corporate Treasury to hedge transactions denominated in a
currency other than the functional currency of the unit. Should
the operating unit choose 10 apply 1o the recognition of the firm
commitment hedge accounting, which is the case for projects
under the percentage of completion method, the Corporate Trea-
sury is responsible for entering in corresponding external forward
agreements. In addition, the units can hedge anticipated foreign
currency denominated cash flows. If no hedge accounting is
applied, the Corporate Treasury menitors the net position of each
currency and decides to what extent a currency position is 10 he
closed.




In case of hedge accounting, Metso documents at inception of
the transaction the relationship between the hedging instruments
and hedged items according to its risk management strategy and
objectives. Metso applies cash flow hedge accounting and desig-
nates only the currency component of the derivative as a hedging
instrument. Both at hedge inception and at each balance sheet
date an assessment is performed to ensure the continued effec-
tiveness of the designated component of the derivatives in offset-
ting changes in the fair values of the cash flows of hedged iterns.

Foreign currency denominated equity

The equity of subsidiaries with a functional currency different from
the presentation currency 15 expesed to foreign currency transla-
tion risk. To certain extent, Metso hedges its USD, SEK and CAD
denominated net investments to reduce the effect of exchange
rate fluctuations, The hedging instruments are foreign currency
loans and forward exchange cantracts. Both realized and unreal-
ized exchange gains and losses measured on these instruments are
recorded, net of taxes, in a separate component of equity against
the translation differences arising from consolidation. The forwards
are designated as hedges of net investrnents at inception and their
effectiveness is measured quarterly. The interest component of
forwards is fair valued and the change in fair value is recognized in
the income statement.

Foreign currency denominated loans

Metso has granted medium-term, mainly USD denominated,
loans to its foreign subsidiaries. The resulting currency risk has
been hedged with cross-currency swaps and forward exchange
contracts.

Short-term funding and liquidity management
Cash and committed revolving credit facilities are used 10 protect
short-term liquidity. Liquidity is managed by balancing the propor-
tion of short-term and fong-term loans as well as the average
remaining maturity of long-term loans,

Forward exchange contracts are used to mitigate foreign
currency risk arising from short-term borrowing and liguidity
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managerment. Such forwards are fair valued trough profit and loss
quarterly,

Interest rate management

Changes in market interest rates and interest margins may influ-
ence financing costs, returns on financial investrents and valua-
tion of derivative contracis. Interest rate risks are managed through
the ratio of floating-rate 1o fixed-rate loans and the average length
of interest rate periods. Additionally, Metso uses both interest
rate and cross currency swaps and interest rate futures contracts
to mitigate the risks arising from interest bearing receivables and
debt. The interest rate risk s measured using sensitivity analysis
and controlled by the Corporate Treasury.

Cash flow hedge accounting with fixed interest rate swaps is
applied tc offset the variable interest rate risk arising from certain
financial liabilities. Fair value hedge has been applied to offset
interest rate risk of a long-term bond, which matured in the last
quarter of 2006.

Commodity risks

Metso has extended its risk management policy to include its
exposure to volatility in electricity prices of its units located Tn
Scandinavia. The exposure is reduced with electricity forwards,
which are designated as hedges of highly probable future elec-
tricity purchases of the Scandinavian units. Metse documents its
assessment of the effectiveness of the fair value changes of the
electricity forwards to offset the changes in the fair value changes
of the underlying forecasted electricity purchases in different
countries on an ongoing basis.

Credit risks and other counterparty risks

Metso has no significant concentrations of credit risk, Metso's oper-
ating units are primarily responsible for credit tisks pertaining to
sales activities. Metso's Corporate Treasury provides centralized
services related to custorner financing and seeks to ensure that
the principles of the Treasury Policy are adhered 1o with respect
to terms of payment and required collateral. Counterparty specific
limits have been set to avoid risk concentrations.

3 Critical accounting estimates and judgements

The preparation of the consclidated financial statements requires
management to make estimates and judgements affecting the
amounts reported in the consolidated financial statements and
accompanying notes. These estimates and judgements, based on
historical evidence and plausible future scenarios, are continually
evaluated. Following assets and liabilities include a high degree of
management estimate and assumptions and their carrying value
can therefore materially differ from current value within the next
financial year.

Trade receivables

Metso's policy is to maintain an allowance for bad debt based on
the best estimate of the amounts that are potentially uncollectable
at the balance sheet date. The estimates are hased on a systematic,

on-going review and evaluation performed as part of the credit-
risk evaluation process. As part of this evaluation, Metso takes into
account the history of collections, the size and compositions of the
receivable balances, current economic events and conditions and
other pertinent information.

Inventory

Metso's policy is to maintain an allowance for slow-moving and
obsolete inventory based on the best estimate of such amounts
at the balance sheet date. The estimates are based on a systemalic,
on-going review and evaluation of inventory balances. As part of
this evaluation, Metso also considers the cemposition and age of
the inventory as compared to anticipated future needs.
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Revenue recognition

Metso delivers complete installations to its customers, where the
moment of signing a sales contract (firm commitment) and the
final acceptance of a delivery by the customer may take place in
different financial periods. In accordance with its accounting prin-
ciples, Metso zpplies the percentage of completion methad ('POC
method”} for recognizing such long-term delivery contracts. In
yaar 2006, appraximately 20 percent of the net sales were recog-
nized under the POC method, which is based on predetermined
milestones and where the revenue is recognized based on the
estimated realized value added or on the cost-to-cast method,
A projected loss on a firm commitment is recegnized in income,
when it becomes known. The estimated revenue, the costs and
profit, together with the planned delivery schedule of the proj-
ects are subject to regular revisions as the contract progresses to
completion. Revisions in profit estimates are charged to income in
the period in which the facts that give rise to the revision become
known. Although Metso has significant experience using the POC
method, the total costs estimated to be incurred on projects may
change over time due to changes in the underlying project costs
structures, which may ultimately affect the revenue recognized.
Therefora, the POC method is not applied for recognizing sales
commitments where the final outcome of the project and related
cost structure cannot be pre-established reliably.

Accounting for income taxes

As part of the process of preparing its consolidated financial state-
ments, Metso is required to estimate the income taxes in each of
the jurisdictions and countries in which it operates. This process
invelves estimating the actual current tax exposure together with
assessing temporary differences resulting from differing treatment
of items, such as deferred revenue and cost reserves, for tax and
accounting purposes. These differences result in deferred tax assets
and liabilities, which are included in the consolidated balance
sheet. The likelihood for the recavery of deferred tax assets from
future taxable income is assessed, and to the extent the recovery is
not considered likely the deferred asset is adjusted in accordance,

Significant managemeni judgement is reguired in deter-
mining the provision for income taxes and the deferred tax assets.
Metso has recorded net deferred tax assets of EUR 171 million as
of Decerniber 31, 2006, adjusted by EUR 15 million for uncertain-
ties related to its ability to utilize some of the deferred tax assets,
primarily consisting of operating losses carried forward and deduct-
ible temporary differences for certain foreign subsidiaries and the
final outcome of tax audits in some subsidiaries. The adjustment is
based on Metso's estimates of taxable income by country in which
it operates, and the period over which the deferred tax assets will
be recoverable based on estimated future taxable income and
planned tax strategies to utilize these assets. In the event that
actual results differ from these estimates, the deferred tax asset
may need to be adjusted in coming financial years.

Allocation of excess purchase price to acquired assets

In accordance with the accounting principles, excess purchase
price has been allocated to acquired assets and assurned liabili-
ties. Whenever feasible, Metso has used as a basis for such alloca-
tions readily available market values to determine the fair value
basis. Howaver, when this has not been possible, as often is the

72 Metso Financial Statements 2006

case with non-current intangible assets and certain assets with no
aclive markets or available price quotations, the valuation has been
based on past performance of such asset and expected future cash
generating capacity. The appraisals, which have been based on
current replacament costs, discounted cash flows and estimated
selling prices depending on the underlying asset, require manage-
ment to make estimates and assumptions of the future perfor-
mance and use of these assets and their impact on the financial
positicn. Any change in our future business priorities and orienta-
tions may affect the planned outcome of initial appraisals.

Impairment testing

The carrying value of identifiable intangible assets with indefinite
economic life and goodwill is tested annually, or more frequently
if events or changes in circumstances indicate that such carrying
value may not be recoverable, The carrying values of property,
plant and equipment and intangible assets, subject to depreciation
and amortization are reviewed for impairment whenever there are
indications that their carrying values could exceed their value in
use or disposal value if disposal is considered as a possible option.
Triggering events for impairment reviews include the following:

- material permanent deterioration in the economic or political
environment of the customers or of own aclivity,

- significant under-performance relative to expected historical or

projected future performance; and

significant changes in Metso's strategic orientations affecting

the business plans and previous investment policies.

The accounting policy related to the impalrment tests is based
on numearous estimates. The valuation is inherently judgmental
and highly susceptible to change from period o period because
it requires Metso to make assumptions about future supply and
demand related to its individual business units, future sales prices
and achievable cost savings. The value of the benefits and savings
expected from the efficiency improvement programs are inher-
ently subjective. The fair value of the reporting units is determined
using a derived weighted average cost of capital as the rate to
discount estimated future cash flows. This rate may not be indica-
tive of actual rates obtained in the market. A one percent increase
in the discount rates applied for determining the fair values of the
cash generating units would have reduced the total fair value of
units tested by little over ten percent and would not have indi-
cated any impairment needs.

In the last quarter of 2006, subsequent to past under-perfor-
mance of Metso Panelboard reported under Metso Ventures, the
management concluded that an impairment risk of the carrying
value of goodwill related to this business existed. An updated cash
flow based on the changed drcumstances resulied in an impair-
ment charge of EUR 7 million.

Reserve for warranty costs

The warranty reserve is based on the histary of past wartanty costs
and claims for machines and eguipment under warranty. The
typical warranty period is 12 months from the date of customer
acceptance of the delivered equipment. For larger projects, the
average warranty period is twe years. For sales involving new
technology and long-term delivery contracts, additional warranty




reserves can be established on a case by case basis to take into
account the potentially increased risk.

Pensions

In accordance with 14518, the pension benefit expense is based on
assumptions that include the following:

- aweighted average expected return on plan assets. Actual
return on plan assets may differ significantly based on market
activity.

- an assumed discount rate to be used in the calculation of the
current year pension expense and pension liability balance.
This rate may not be indicative of actual rates realized in the
market.

- estimated rates of future pay increases. Actual increases may
not reflect actual future increases. Based cn the significant
change in the Company's structure and the uncertainty of the
global market place, these estimates are difficult to project.

The actuarial experience that differs from the assumpticns
and changes in the assumptions can result in gzains and losses
that are not yet recognized in the consolidated financial state-
ments. Metso recognizes amartization of any unrecognized
gain or foss as a component of the pension expense if, as of the
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beginning of the year, such unrealized net gain or loss exceeds
ten percent of the greater of {1) the projected benefit obligation
ar (2) the market-related value of the plan’s assets. In such case,
the amount of amortization expense recagnized is the resulting
excess, divided by the average remaining service period of active
employees expected (o receive benefits under such plan. A one
percent increase in the expected return on plan assets would have
reduced pension benefit expense by approximately EUR 3 million,
and a one percent decrease in the expected return on plan assets
would have increased pension benefit expense by approximately
EUR 3 million for the year ended December 31, 2006.

Share based payments

Share based payment plans and related incentive programs
include vesting conditions such as operating profit targets and
service year requirements subseguent to the grant date. Such non-
market vesting conditions are included in assumptions about the
number of shares that are expected to vest. At each balance sheet
date, the management revises its estimates for the number of
shares that are expected to vest. As part of this evaluation, Metso
takes into account the changes in the forecasted performance of
the company and its Business Areas, the expacted turnover of the
personne! benefiting from the incentive plan and other pertinent
information impacting the number of shares o be vested.

4 Selling, general and administrative expenses

EUR million

Year ended December 31,
2004 2005 2006

!

@ . ee8)

R ent expenses, net By (94)
Administrative expenses (263) (270) (284)
Total (798) (794) (846)
Research and development expenses, net, consist of following:
Year ended Decemnber 31,

EUR million 2004 2005 2006
Rescarch and development expenses, total e 8) 88 A09)
Capitalized developmentcosts PO )
Grantsreceived e BB
Depreciation and amortizatiol (10} (7) 7 (6)
Research and development expenses, net (92) {89) (94)
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5 Other operating income and expenses, net

EUR million 2004

Year ended December 31,
2005

2006

Gain on sale of subsidiaries and businesses "
Gain on sale of fixed assets ?
Gain on sale of available-for-sale equity investments

Rental income
Foreign exchange gains ¥

 Change in fair val -

Other income 8

¢

2

1|

B R

S SO

(__)therropre[ i

~ Nonvecurring expenses related to 2003 restructuring program 5 o B
Nonrecurring expenses related o 2004 restructuring program 3 R -

Impairment of goodwill ¢ -
Write-downs on fixed assets et et e
Fareign exchange losses * _ -

Changeinfairvalue of derivatives ® e
Other expenses (&)

46

income, total o 33 . .

Otheroperating expenses,total e

Other operating income and expenses, net (11)

" Gain on disposal of Metso Powdermet AB in the year ended Decernber 31, 2006

2 ains on sale of fixad assets were EUR 11 million, EUR 18 million and EUR 6 million for the years ended December 31, 2004, 2005 and 2006, respectively. In 2005, EUR 3 million resulted

from a sale of assets related to putscurcing of activities as part of the Metso 2003 restiucturing program.
Mnctudes foreign exchange gains and losses resulting from tiade receivables and payables and related derivatives.
* For more information an derivative Instruments, see notes 32 and 33
* For mare Infarmation on restructuring programs, see note 6.
9 Goodwill impairment charge relatec to Metso Panelboard business, for more information on goodwiil impairment see note 15

6 Restructuring programs

2003 Program

In June 2003, Metso launched its group wide efficiency improve-
ment program aiming te reach substantial costs savings. The plan
includad streamlining of sales and administrative crganizations and
closing down of sites both in the United States and in Europe. As
a result of the efficiency improvement program, Metso's personnel
reduced by some 2,000 persons.

The provisions related to the 2003 program were as follows:

EUR million

The total costs for the 2003 program were EUR 93 million, of
which £UR 14 million was recorded in the income siaternent for
2004. The efficiency improvement program was completed during
2004,

As at December 31,
2005 2006

Pensicns and postretirement benefits

Employee termination and exit costs

Qther expenses

Total

1 As a1 December 31, 2005 and 2006, accrued pensions comprised long-term liabilities of EUR 5 million and of EUR 3 million, respectively.
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2004 Program

in June 2004, Metsc announced a program for the renewal of
Metso Paper's business concept, which targeted to streamline
the cost structure. The main locations affected by the measures
were in the Finnish, Swedish and North American operations.
The measures comprised personnel reductions in certain admin-

The provisions related to the 2004 program amounted to the following:

Notes to Consolidated Financial Statements

istrative and production functions, disposal of non-core sites and
global reorganization of the tissue business line.

The costs for the 2004 program were EUR 24 million and EUR 7
million for the years ended December 31, 2004 and 2005, respec-
tively, The program was completed during 2005.

As at December 31,

EUR million 2005 2006
Pensions and postretirement benefts” A )
Other expenses 0 0
Total 7 3

" as at Decemnber 31, 2005 and 2006, accrued pensions comprised long-term liabilities of EUR 4 million and of EUR 2 million, respectively.

The provisions related to 2003 and 2004 restructuring programs have changed as follows during the financial year 2006:

Balanceat  Impactof  Additions Reversal Balance at

beginning  exchange chargedto  of excess Realized end of
EUR million of year rates expense reserve reserve year
Pensions and postretirementbenefts o0 0T 0 BT
Employee termination and exit COSIS 2 S s @]
{Other expenses 0 0 - Q 0 Q
Total 15 0 - (1) {6) B

7 Reversal of Finnish pension liability (TEL)

Under FAS, the Finnish TEL (Employees’ pension plan) was regarded
as a defined contribution plan. As of the transition date January 1,
2004, under IFRS, the disability portion of the TEL was considered
as a defined benefit plan requiring an actuarial valuation of the
liability.

Due to certain changes introduced in 2004, the Finnish TEL
disability portion was classified as defined contribution plan. Of
the transition date’s liability, amounting to EUR 6} million, EUR 57
million, net of taxes of EUR 23 million, was recorded as income in
the last quarter of 2004.

Of the Finnish pension liability reversal of EUR 80 million before
taxes, EUR 75 million was related to continuing operaticns and EUR
5 million to the discontinued cperations, i.e. Metso Drives. Metso
Drives was disposed of in April 2005.

The remaining liability of EUR 4 million, net of taxes of EUR 1,
million was recerded as income during 2005,

Please see note 35, Business Area and geographic information,
for the reversal of the Finnish pensicn liability by Business Area and
note 29, Post employment benefit obligations for further informa-
tion on pension expenses and liabilities.
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8 Personnel expenses and the number of personnel

Personnel expenses:

Year ended December 31,

EUR million 2004 2005 2006
Sresandwages .. @0 @ 809
Pension costs, defined contribution plans e a9
Pension costs, defined benefit plans o B o (5) o (10) 9
Reversal of Finnish pension liability {TEL), gross amount”? o B0 o 5 =
Otner post-employment benefits U < B e
Share-based payments ) o ‘ o _ - . 0 s
Oiher indirect employee costs (167) (143) (162)
Total (1,060) (1.082) (1,168)

" Eor mare infarmation on pension costs, see note 29.
AFar more information on reversal of Finnish pension liability (TEL). see note 7.

Board remuneration:

Year ended December 31,

EUR thousand 2004 2005 2006
Serving board members December 31, 2006: o L L

Matti Kavetvuo . . o .69 73) .87
Jaalkko Rauramo a7 (500 157
Svante Adde S o - s (31  (49)
Maija-Liisa Friman - ] L (42) 47) (58}
Chiister Gardell e e T e 38
SawHuber B e 49)
Yijs Neuvo . e — T - .68
Jukka Leppanen” o o S - o - (8}
Former board members: ) L o L

JuhaniKuusi . o ) (39 o {40) 9
Risto Hautamaki L ) ] (31 - (8 -
Pentti Mékinen” RN . U L SRS .
Mikko Kivimaki {10) - -
Total (315) (307) (393)

" Has attended meelings as a persannel representative, no voling right.

Accerding to the resolution of the Annual General Meeting held on attendance fee of EUR 500 per meeting is paid 1o all members
April 4, 2006, the annual fees are as follows: Chairman of the Board for meetings of the Board and its Committees. Compensation for
EUR 80,000, Vice Chairman and Chairman of the Audit Commitiee traveling expenses and daily allowances are paid in accordance
EUR 50,000, and other members EUR 40,000 each. In addition, an with Metso's travel policy.
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Chief Executive Officer and Executive Team remuneration:

EUR thousand

Notes to Consolidated Financial Statements

Year ended December 31,
2004 2005 2006

Salarles and other short-term emgloyee beneﬁts )
Termmanon benefits

21700 (2382 o [3,39¢)

Pensmmnsurance premlums _____ (299) . (516)
Other Iong term benefits - ,; ) -
Share-hased payments - (215) (1,419)
Total (2512) (2,896) (5,331)

Metso has subscribed pension plans for senior management
for retirement at the age of 60, the beneficiaries include some
members of the corporate Executive Team and certain senior exec-
utives. For the years ended December 31, 2004, 2005 and 2006, the
pension insurance premium payments totaled approximately EUR
1.5 million, EUR 1.4 million and EUR 1.4 million, respectively.
President and CEQ Jorma Eloranta’s annual salary was EUR
438,000, EUR 460,101 and EUR 486,580 for the years ended
December 31, 2004, 2005 and 20086, respectively. In addition,

Number of personnel at end of year:

he benefited from a company car and a telephone. In 2004, Mr
Eloranta was granted a total of 100,000 Metso 2003A option rights.
In 2006 he sold 50,000 2003A options and subscribed Metse shares
with 15,000 options. According to his employment contract, Jorma
Eloranta’s age of retirement is 60 years with a pension benefit
amounting to 60 percent of the higher of his average monthly
salary for four or ten service years pricr to retirement. In case of
termination of contract, he is entitled to compensation equal to
24 months'salary.

2004 2005 2006
Metso Paper e 8,660 8,201 10,867
MetsoAutomaton e e T aaw
Vetso Ventures W s 67
Corporate OFﬁce.and Shared Services ) 293 294 322
Continuingoperations e U5 22178 25,678
Discontinued operations 897 - -
Metso total 22,802 22,178 25,678
Average number of personnel during the period:

2004 2005 2006
MetsoMinerals 878 823 8816
weiso Automaton B N -2 3,269
MetsoVentures 2,07
CorporateOfﬁceand Shared Services 263 % 321
Continuing operations 2354 RN 23364
Discontinued operations 2009 359 -
Metso total 24,363 22,405 23,364
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9 Depreciation and amortization

Depreciation and amartization expenses consist of the following:

Year ended December 31,
EUR million 2004 2005 2006

(ntangible assets S L) FE U M. L

Property, plant. and eqmpment

_ Buildings andsiuctwres ey en e
Machinery and equipment (77} (64) (67)
Total (119 (102) {105)

Depreciation and amortization charged against operations by activity are as follows:

Year ended December 31,
EUR million 2004 2005 2006
Cost of goods sold e IO O 16D

Meketngandseling g[ffflfoT@fffmﬁffﬂL‘”IQ@”jﬁml@
... Research anddevelopment B LU I 4 S .
Admlnlstratlve (28) (26) (28}

Total (115) (102) {105)

10 Financial income and expenses, net

Year ended December 31,
EUR million

Fmanmal income

Net galn {loss) from foreign exchange

Flnanoal income total

Financial expenses.

nierest expenses

[nterest expenses on ﬁnancnal feases ] N )

Other financial expenses

Financial expenses 1otal

Financial income and expenses, net
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11 Income taxes

Notes to Consolidated Financial Statements

The compenents of income taxes are as follows:

Year ended December 33,

EUR million 2004 2005 2006

Current tax {expense) benefit (29 61 (85)
Deferred[ax(expense)beneﬁt42 ............................. (H) e
Income taxes, total 18 (72) (11)

The Finnish corporate income tax rate was 29% for the year
ended December 31, 2004. As of January 1, 2005, the enacted rate
was reduced to 26%, thus impacting the deferred tax amounts
presented in the table below for the year ended December 31,

2004. The differences hetween income tax (expense) benefit
computed at Finnish statutery rates and income tax (expense)
benefit provided on earnings are as follows:

Year ended December 31,

EUR million 2004 2005 2006

Income before taxes fram continuing operations LM L

Income tax {expenise) benefit at Finnish statutory rate Cwy e (109
income toxfor prioryears B I U B
Difference between Finnish and foreign tax ates o '(6)"7 - ‘(l 1) - (12)
BeneﬁtofoperatmgIosscarryforward e
Operating losses with no current tax berefit? W @

21:-m i

@ o
(3) 0
Income tax (expense) benefit 18 {72} {11}

YThe tax benefit of EUR 53 million for the year ended December 31, 2004, relates to a write-down recorded in 2003.

2’Opemung losses with no current tax benefit relate to current year losses for which no deferred tax asset has been recognized.

*1n the year ended December 31, 2006 Metso recorded a deferred tax asset of EUR 87 million for operating loss carry-forwards, net deductible temporary differences and unused tax
credits attributable to the U5, subsidiaries in full. At December 31, 2005 no deferred tax asset was recorded for these iterns due to the uncertainty of their utilization.
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Reconciliation of deferred tax balances

Balance at Chargedto  Chargedic Acquisitions
beginning income shareholders’ Translation and Balance at

EUR million of year  statement equity differences disposals end of year

2005 )

Deferred tax assets ) . R
Tax Josses carried forward 104 0 9 - - .
Fixed assets T 2 - U S . )
m;‘er.“[.o.r.y. Ry 3 e T o -. e
Provisions _ - . ) 15 ) - - - 7. T .. B
Accruals . 19 2 - ! - .8
Pension provisiohs - 3 72 - i o T 6
ocher - . e e 1.3‘ . e : - o
Total deferred tax assets . s oAy

" Offset against deferred tax liabilities Toe e - - - Qo

Net deferred tax assets ‘ o 159 (10} on 3 - R LE

Defer}éd t'ax Iiél:'p“i:l;ltiﬁ

urchase price adjustmerllt-_s" SRR \8 R e 7 , 3 5
Other - - 5 . . i = R N
Total deferred tax liabilities § o 15 - - B -
Offset against deferred tax assets ! o (1‘6) a4 - = - {30

Netdefered tax labilies 16 1= - .3 ®
Deferred tax assets, net 143 {11) 1 3 (3 143
2006
Deferred tax asgets VVVV
Tox losses caried forward e s ) - 7
fodoen T ‘ B s (3).. e - - | i 0
inventory - 1737 7 13 o . . - 26
Provisions e 6 A - S
Accruaﬁs. - | e ,]5. —_. e o 3
Pen"sion prdv'is‘io.r.is' ....... " T e 2 - - - ' 18
Other ] ' 32 9 - - - a
Total deferred tax assets 193 65 =T 259
Offset against"de'ferred tax liabilities ' o ) (30) B (17)7 T - - (31
Net deferred tax assets ] o 163 64 ) - 7 228
beferred wliabiiies T
Purchase pri;\é__adjustmenfs - o 26 ) (65 o - — 3% ) 7. .' 56
Other PP e '('1) . S ] s .
Total deferred tax liabilities 50 G 4 1 42 88
Offset against deferred tax assets ) ' {305 ‘ (1)" ) - - - (31}
Net deferred tax liabilities 0Dy A 37
Deferred tax assets, net 143 74 (10) (1)) {35) 171
1 Deferred 1ax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against current tax liabilities and when the deferred income 1axes relate
to the same fiscal authority.
A deferred tax liability is recognized if Metse makes an explicit of EUR 97 million and EUR 136 million would have been subject
decision to distribute earnings from subsidiaries located in coun- to recognition of a deferred tax liabitity, had Metso decided 10
tries where disiribution gensrates tax consequences. For the proceed with a distribution,
years ended December 31, 2005 and 2006, respectively earnings
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Tax losses carried forward
At December 31, 2006, Metso recorded a deferred tax asset of EUR
111 million on the net operating loss carry-forwards amounting to
EUR 353 million (of which EUR 164 million is attributable to Finnish,
EUR 77 million to U.S, and EUR 51 million to German subsidiaries).
At December 31, 2005 the amount of losses was EUR 338 millicn
(of which EUR 257 million and EUR 63 million were attributable
to Finnish and German subsidiaries, respectively). Approximately
one third of losses has no expiration date and the remaining part
expires mainly between years 2014-2024.

The operating loss carry-forwards for which no deferred tax
assets are recognized due to uncertainty of the utilization of these

Notes to Consolidated Financial Statements

carry-forwards amounted to EUR 217 million and EUR 30 million
for the years ended December 31, 2005 and 2006, respectively. Of
these losses EUR 21 million for the year ended December 31, 2006
is attributable to an lalian subsidiary, Metso Paper Como S.p.A. and
these losses will expire in the years 2008-2011. In contrast to the
year 2005 a deferred tax asset of EUR 32 million for the loss carry-
forwards attributable to the US. subsidiaries has been recorded
for the year ended December 31, 2006. At December 31, 2005 the
corresponding asset was not recognized due to uncertainty of its
utilization,

Tax losses carried forward and related deferred tax assets as at December 3i stated by the most significant countries are as follows:

Tax losses Potential

carried deferred Not Deferred
FUR million forward tax asset recorded tax asset

B0 e e o
Finland LA s 67
Usa B L N 0
GeImany e VB B0 23
Other 81 23 18 3
Total 555 172 77 95
Fland L. RO TS <
Ush /AN oL 3
92 10 17
Total 384 121 10 111
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12 Acquisitions

Acquisition of Pulping and Power businesses

On December 29, 2006 Matso completed the acquisition of the
Pulping and Power husinesses of Aker Kvaerner, after clearance
was received from the European Commission. The balance sheets
of the acquired businesses have been consolidated from the date
of the acquisition and are reported under Metso Paper.

The estimated acquisition price is EUR 341 million, including
transaction costs of EUR 6 million and acquired net cash of EUR
52 million, whereof EUR 307 miflion was paid at closing. The final
transaction price will be based on the balance sheet values at the
time of the closing and will be agreed during the first quarter of
2007 after which the remaining EUR 28 million will be paid.

Part of the excess purchase price, EUR 154 million, was allo-
cated to intangible assets, representing the calculated fair values
of acquired customer base, new technology and order backlog.
The remaining excess arising from the acquisition, EUR 271 million,
represents goodwill related to significant synergy benefits and a

widened businass portfolio offering Metso potential to expand its
operations into new markets and customer segments.

in connection with the acquisition of Aker Kvaerner's Pulping
and Power businesses, Metso alse completed in December the
divestment to Canadian Groupe Laperrigre & Verreault Inc. {GL&V)
of a so-called remady package, which comprised the following
Metso's and Aker Kvaerner's overlapping areas: Kvaerner Pulping’s
pulp washing, oxygen delignification and bleaching businesses as
well as Metsg's batch cooking business and its licensing back to
Metso. The remedy package was transferred to GL&Y on December
29, 2006. The clearance received from the European Commission
was conditional an the divestment of the remedy package.

Had the acquisition occurred on January 1, 2006, Metso's net
sales would have increased by EUR 600 million. The calculation of
pro farma net incame of the acquired business would be impracti-
cable considering the effects of the acquisition cost.

Preliminary details of the acquired net assets and goodwill are as follows:

Carrying Fair value
EUR millicn amount allocations Fair value
Intangible assets 6 194 180

Property, plant and equipment
Inventories

Trade and other recer
Ot S
Minority Interests s

Advancesrecelved e
Deferred tax liabilities ..
Other lizbilities assumed

Non-interest bearing netassels

Cashand cash equivalentsacquired

Debt assumed
Estimated purchase.
Costs related to acquisition

Goodwill

Cash and cash equivalents acquired

Cash outflow on acquisition for 2006 {261)
Estimated purchase price payable {28)
Total estimated cash outflow on acquisition {289)

Other acquisitions
At the end of August, 2006 Metso completed the acquisition of
a Chinese paper machine manufacturer Shanghzi-Chenming
Paper Machinery Co. Ltd. at a cash price of EUR 12 millien and
debt assumed of EUR 19 million. The company is consclidated into
Metso Paper from September 1, 2006.

Metsc acquired in September 2006 the business operations of
two Swedish companies Svensk Gruvteknik AB and Svensk Pappers-
teknik AB at 3 total price of EUR 4 million. The acquired businesses
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were transferred into Metse on October 1, 2006 and they are
included in Metso Minerals and Metso Paper from that date.

In December 2006, Metso acquired the remaining 35% minerity
interest of Metso-SHI Co., Ltd. in Japan from Sumitemo Heavy
Industries. The price of the transaction was EUR 2 million.

For the year ended December 31, 2006, the net sales of the
acquired businesses from the date of the acquisition amounted to
EUR 6 million and their net loss amounted to EUR 2 millien. Had
the acquisitions occurred ¢n January 1, 2006, Metso's net sales




would have increased by EUR 15 million and net income would
have decreased by EUR 8 million.

In August 2005, Metso acquired Texas Shredder, Inc, a US.
supplier of metal shredder products iccated in 5an Antonio, Texas.
The acquisition price was EUR 14 million. Texas Shredder is included
in Metso Minerals’ igures from the beginning of September, 2005.

In 2005, Metse also made some minor acquisitions in Spain to
strengthen its aftermarket and maintenance services within pulp
and paper industry. The acquired businesses are included in Metso
Paper's figures from the date of their acquisiticn.

Informaticn on other acquisitions is as follows:

EUR mitlion

Notes to Consolidated Financial Statements

For the year ended December 31, 2005, the net sales of the
businesses acquired in 2005, which have been included in Metsa’s
consolidated financial statements, amounted to EUR 23 million
and their net income was EUR 1 miilion. Had the acquisitions
occurred on January 1, 2005, Matso's net sales for 2005 would have
increased by EUR 38 million and there would have been no effect
on Metso's net income for 2005.

In 2004, Metso made only minor acquisitions, where the total
purchase price paid was EUR 3 million.

Year ended December 31,
2004 2005 2006

Proper Y, Dlant AN U e e

Inventories

Costs related to acquisitions

Goodwill

Cash outflow on acquisitions

13 Discontinued operations and disposals of businesses

Metso finalized in December 2006 the divestment of Metso
Powdermet AB in Sweden to Sandvik AB for EUR 13 million. Metsc
recorded a tax-free gain of EUR 10 million on the divestment. The
gain is reported under Other operating income and expenses,
net. Metso Powdermet AB was not classified as a discontinued
operation since it did not constitute a separate business line within
Metsc.

Metso Drives, a manufacturer of paper machine drives and
other industial gears as well as wind turbine gears, was sold to the
funds managed by Finnish private equity investor CapMan as of
April 8, 2005. The transaction price was EUR 68 million resulting in
a gain on sale of EUR 17 million. The business group was excluded
from Metso Ventures and reported as a Discontinued Operation for
the years 2004 and 2005 until its sale.

On December 31, 2004, the Drilling business line of Metso
Minerals {(Reedrill), was divested and transferred to Terex Corpora-
tion from the United States. The consideration received was EUR 26

million and the loss on sale was FUR 2 million. The business line
was excluded from Metso Minerals and is reported as a Discon-
tinued Operation for the year 2004.

On June 30, 2004, after approval of the competition authorities,
Metso completed the divestiture of its Compaction and Paving
business fine {Dynapac}, to Altor, a Nordic private equily investor.
The transaction price of Dynapac was EUR 301 million, which
resulted in a loss on sale of EUR 18 million. Dynapac was excluded
from Metso Minerals results and is reported as Discontinued Oper-
ation for the year 2004 until its sale.

In November 2002, Metso signed a memorandum of under-
standing with Bobst Group SA of Switzerland concerning the
divestment of the Converting business. The sale was compieted on
January 30, 2004. Converting business was excluded from Metso
Paper and is reported as a Discontinued Cperation in 2004 until its
sale. Converting was sold for a price of EUR 70 million and a loss of
EUR 9 millicn was recognized.
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The business disposals were as follows:

Year ended December 31,
EUR million 2004 2005 2006

Intangible assets 3%
L2 A
QUIBTESSES o oo ettt 3o
MINOTILY IMEETESIS et

Liabilities scld
Net assets of disposed BUSINESSES oo

Property, plant and equipment

Gain (loss) on disposal
Total consideration

Cash and cash equivalents disposed of
Cash inflow on disposals 389 g5 13

Incamne staternent for discontinued operations (no operations were classified as discontinued in 2006):

Year ended December 31,
FUR million 2004 2005 2006
L. 397 B
Expenses (368) (26) -
Income taxes (4) a -
Profit after tax _ , S S

 on the disposal of the disposal groupbeforetax Q9 0=
Taxes (10) 0 -

Gain (joss) on the disposal of the disposal groupaftertax 89 T

Gain (loss)

Profit (loss) on discontinued operations, net of taxes {14) 17 -

Cash flows provided by (used in} discontinued operations (nC operations were classified as discontinued in 2006):

Year ended December 31,
EUR million 2004 2005 2006

Cash flows provided by (used in

) operating activities - S

Cash flows provided by (used in) ﬁnancirr‘lrgﬂ.;ctiv‘\ties . (23) 2 -

Cash flows provided by {used in) discontinued operations (16) g -

84 Metso Financial Statements 2006




14 Earnings per share

Notes to Consolidated Financial Statements

Earnings per share are calculated as follows:

Basic

Basic earnings per share are calculated by dividing the profit
attributable to equity shareholders of the Company by the

weighted average number of ordinary shares inissue during the
year, excluding own shares.

Year ended Decermber 31,

EUR million {except for per share amounts) 2004 2005 2006
Profit {loss) attributable to equity shareholders, continuing operations 357 219 409
Prafit (loss) atributable to equity shareholders, discontinued operations S L. SN £ AT e
Profit {foss) attributable to equity shareholders, continuing and dlscontlnued operatlons______‘__ 43 236 409
139639 141581
Bas" ea"""gs F'e’ Sha’e- c°“‘""-""9 °Pe'a“°"5r EUR e e e e et ‘ ]6 137 . ....289
(0 11) 0.12 -

Basic earnings per share, discontinued operations, EUR

Diluted

The diluted earnings per share have been computed by applying
the "treasury stock” method, under which earnings per share
data is computed as if the warrants and options were exercised
at the beginning of the period, or on the issuance of warrants
and options, if that occurs later during the pericd, and as if the
funds obtained thereby were used to purchase common stock
at the average market price during the period. In addition to the

EUR million (except for per share amounts)

169 ... 28

weighted average number of shares outstanding, the denominator
includes the incremental shares obtained through the assumed
exercise of the warrants and options. The warrants and options
have a dilutive effect only when the average market price of the
common stock during the period exceeds the exercise price of the
warrants and options.

Year ended Decernber 31,

Profit (loss) attributable to equity shareholders, continuing operations 157

Profit {|oss) attributable to equity shareholders, discontinued operations

2005 2006
28 80
17 -

Weighted average number of shares issued and outstanding (i thousands) 136190 139639 141581
Adjustment for share options (in thousands) 2 26 19
Weighted average number of diluted shares issued and outstanding {in thousands) 136192 139665 141,600

Diluted earnings per share, continuing operations, EUR _ M6 ST 289
Diluted earmngs pershare.dlscontmued operatlons. EUR B (011} 2=
Diluted earnings per share, continuing and discontinued operatlons, EUR 10189 289
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15 Intangible assets and property, plant and equipment

Patents Other
and Capitalized intangible  Intangible
EUR million Goodwill licences software assets  assets total

2005 .
~Acquisition cost at beginning of year

Translatio

__ Business ac
.. Disposals of businesses
. Capital expenditure

Recla;siﬁgq_tions n

Decreases

Reclassifications

eCredses

Depreciation and amo;-t.ization charges for the year - (6) (5} 7 {5) (16)
Accumulated depreciationatendofyear N .. SO L B == M. ..

Net book value at end of year 498 40 22 37 597

cquisition costat beginningofyear 498 8O 37

__Translation differences

ications"

Decreases

Acquisition costatend of year

epreciation and amortization at beginning of year =

slation differences -

Depreoauon aﬁrcri'é'hortiza[ion.éﬁarges for the year — (7) (5) - (5) (17}

Accurnulated depreciation atendofyear (34) (22) 38 (54)

Net book value at end of year 768 35 26 213 1,042
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EUR million

Notes to Consolidated Financial Statements

Property,

Machinery plant and
and  Assetsunder equipment
equipment  construction total

Buildings
Land and and
water areas  structures

2005

. Aequisition cost at beginning ofyear e 2O 500

~ Transtation differences

. Disposals of businesses

-....g_a.P.i.‘.??.‘.?’?E’.‘?D‘:"[FH[‘?.. b e e et e e Lt

. Redlassifications ® .
Decreases

128 19 1881
S SN -2 5
e o (100)
29 3 88
LA (32) G
(129) (1) (179)

Acquisition costatend ofyear

_Accumutated depreciation and amoartization at beginning of year

Transtation differences
. Business acquisitions
... Disposals of businesses
. Reclassifications
. Decreases

Depreciation and amortization charges for the year

1,186 17 1741

(1.232
- (34}

- - m
ot - 47

- L0
- 146
- (86)

I Y VTN

e
X

Accumulated depreciationatend ofyear T

{1,160)

Net book value at end of year

R "‘r?i“::'-‘

58 220 286 17 581

Acquisition cost at beginning of ye

_Translation differences
Business acquisitions

Disposals of busine

Capital expenditure e
. Redlassifications®

Decreases

e

il Yk st

ss 480 1186 17 1,741
Q) 7 (18) (1 (27)

N
N
~J
)
O
~J

oA

Acquisition cost at end of year

. Accumulated deprediation and smortization at beginning of year -

. Translation differences

. Business acquisitions

Disposalsofbusinesses

_ Reclassifications
JDecreases
Depreciation and amortization charges for the year

7 = . o | ) i ) .
RN |-+ 157 - 176
- 21 {67) - (88)

Accumulated depreciation atend of year

T O (B43) -

Net book value at end of year

57 221 318 19 615

"includes reclassifications between intangible assets and assets under construction of EUR 5 miltion for the years ended Decernber 31, 2005 and 2006, iespectively.

Other Intangible assets comprised EUR 16 million and EUR 15
million of assets with indefinite useful life for the years ended
December 31, 2005 and 2006, respectively. They relate 1o Metsc
Minerals Business Area and consist mainly of brands recognized
in connection with business acquisitions. Economic useful life
could not 1o be determined at the time of the acquisition, and

the management has assessed them to have indefinite useful lives
based on their continuous competitive advantage to the business.
The brands are actively used in promaoting the products. They are
subject to annual impairment test concurrently with the goodwill.

For infermation on pledged assets, see note 30.
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Assets leased under financial lease arrangements are included in property, plant and equipment as foilows:

Property, plant
Buildings and  Machinery and  and eguipment
EUR million structures equipment total
Acquisition cost atend of year | 2% 8 R
Accumutated depreciation at end of year (8) (3) {11)
Net book value at end of year i8 5 23
2006 e s
Acquisition cost at end of year — L B A
Accumulated depreciation at end of year {11) 4) (15)
Net book value at end of year 16 4 20
Capitalization of interest expenses
£UR million 2005 2006
Net capitalized interest at beginning of year | e
Amortization of capitalized interest expense 0 0
Net capitalized interest at end of year ] Ll

Goodwill impairment

Metso assesses the value of the goodwill for impairment annually
or more frequently, if facts and circumstances indicate the need,
using fair value measurement techniques, such as the discounted
cash flow methadology. The testing is performed on the cash
generating unit level. In the discounted cash flow method, Metso
discounts farecast performance plans 1o their present value.

The performance plans, which include four years of projection,
are calculated in the annual strategy process and subsequently
approved by Metso's management and the Board of Directars.
In addition to the projection period, the discounted cash flows
include an additional year, which Is extrapolated from the average
performance of the projection period adjusted for cyclicality of
each cash generating unit. The growth rate used for the terminal
value was 1.79 in 2005 and 2006. The forecast sales and produc-
tion volumes are based on current structure and existing property,
plant and equipment of Metsc. The most significant assumptions
are the market and product mix. Vatues assigned 1o key assump-
tions reflect past experience. Data on growth, demand and price
development provided by various research institutions are utilized
in establishing the assurnptions for the projection period.

The discount rate is the derived weighted average cost of
capital for the cash generating unit, calculated as the cpportunity
cost 10 all capital providers weighted by their relative contribution
1o the cash generating unit’s total capital and the risk associated
with the cash flow and the timing of the cash flow. The discount
rates vary between the cash generating units. The cormparison
methods and other estimation technigues are utilized to verify
the reasonableness of the value derived from the discounted cash
flow,

As a result of the performed annual impairment tests, ne
impairment losses were recagnized. In the last quarter of 2008,
subsequent 10 past under-performance, the management
reviewed the outlook and strategy of Metso Panelbeard, reported
under Metso Ventures. The present value of the cash flows based
on the reviewed performance plans indicated an impairment risk
in the carrying value of the goodwill and an impairment foss of
EUR 7 million was recognized.

A summary of changes in Metso's goodwill by Business Area is as follows:

Derived weighted Balance at Translation

average cost of beginning of  difference and Balance at end
EUR miillion capital applied year  other changes Impairment loss of year
2005 : : . - ,
MesoPaper . 9A%-1IM% IRE . T .. B
MetsoMinerals o N7%-a20% 385 A T2
Metso Automation o 149%%-15.1% % 1 7 - o 20
Metsoventres - 105%-115% B S-SR
Discontinued operations - 7 (7) - -
Total 94% - 15.1% 43 7 498
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Notes to Consolidated Financial Statements

Derived weighted Balance at Translaticn
average cost of beginning of  difference and Balance at end
EUR million capital applied year  otherchanges Impairment loss of year

200 e e et e e e e e e e
Metso Paper " 122%-125% 82

L350,

3
Discontinued operations - - - - _
Total 11.1% - 15.0% 498 277 {7) 768

"The acquisition of Aker Kvaerner's Pulping and Power businesses increased goodwill by EUR 271 million in Metso Paper. For more information on acquisitions, see note 12.

Metso Automation

Met_so V_gntures

16 Investments in associated companies

EUR million 2005 2006
Investments in associated companies and joint ventures

Acquisition cost stbeginning ofyear
_Tanslation differences
Disposals and other decreases

oo oo T~
(=]

Equity adjustments in investments in associated companies and joint ventures

et dfeences T
IO OO e Yy 2
Disposals and other changes - 5

Equity adjusiments atend ofyear o ) 1 o 13

Book value of investments in associated companies and joint ventures at end of year 26 19

As at December 31,
2005 2006

Book Book
EUR million Ownership value Qwnership vaiue

Allimand S.A. 358% 5 35.8%
ValmetXian Paper Machinery Co.led. 83% 8 483%
Shanghai Nélé's-J'a'rhésb'uryVal'vé cold 50.0% 4 50.0%
AvamoneOy SRR » 8% - . 28.2%
Others 2
Total investments in associated companies and joint ventures 20

Viw © & 3

—_

Shanghai Neles-Jamesbury Valve Co. Ltd is classified as joint venture because Metso has, together with the other shareholder, joint power
to govern the company.

The amounts representing Metso's share of the assets and liabilities, net sales and results of the associated companies and joint ventures,
which have been accounted for using the equity method are presented below:

Year ended December 31,
EUR miillion 2004 2005 2006

Assetsr o ] ] 44 48 50

Uabilties S w1 3

Netsales @ w0
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Notes to Consolidated Financial Statements

Related party transactions

The following transactions were carried out with asseciated companies and joint ventures and the following balances have arisen from
such transactions:

Year ended December 3,
EUR million 2004 2005 2006

17 Available-for-sale equity investments

As at December 31,

2005 2006

Number Book Number Book
EUR million (except for number of shares) ofshares  Ownership value of shares  Ownership value
T Coporston ;s aew | UETeaw a6k B
Other shares and securities
Total available-for-sale equity investments 12
The available-for-sale equity investments have changed as follows:
EUR million 2005 2006

Cther changes - -

Book value as at December 31 12 15

18 Percentage of com pletion

Net sales recognized under the percentage of completion method percentage was highest in the Metso Paper Business Area, where it
amounted ta FUR 1,264 million, or 30 percent of net sales, in 2005 accounted for 53 percentin 2005 and 51 percent in 2006.
and EUR 1,450 million, or 29 percent of net sales, in 2006. The

Information an halance sheet items of uncompleted projects at December 31, 2005 and 2006 is as follows:

Costand
earnings
of uncompleted Billings of
EUR million projects projects Net
510 LA
306 452
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19 Inventory

Notes to Consolidated Financial Statements

As at December 31,

EUR million 2005 2006
Materials and supplies e 254
o o . 518
Finished preducts 278 ) 340
Total inventory 858 1,112

The cost of inventories recognized as expense was EUR 3,050
miflion and EUR 3,598 million for the years ended December 31,
2005 and 2006, respectively.

Infarmation on changes in the allowance for inventory chso-

lescence is presented in note 25.

20 Interest bearing and non-interest bearing receivables

As at December 31,

2005 2006
Non- Non-
EUR million current Current Total current Current Total
A
Trade receivables 0 - 0 1 - 1
Total 39 137 176 11 12 23

Other receivables

Total 39

918 a57 33 1,251

“For the year ended December 31, 2006, EUR 10 million was expensed to reduce the book vatue of Ioan and trade receivables. For additional information on changes in the allowance

for doubtful notes and receivables, see also note 25

Metso actively manages its cash by investing in financial instru-
ments with varying maturities. Instruments, such as commercial

21 Cash and cash equivalents

papers, exceeding maturity of three months are classified under
Available-for-sale financiat assets.

As at December 31,

EUR million 2005 2006
Bankand cash 120 222
Commercwalpapersandother mvestments ............................................................................................................................................ Sy .
Total cash and cash equivalents 323 353

22 Equity

Metso Corporation’s fuily paid share capital entered in the trade
register was EUR 240,812,843.80 and EUR 240,923,343.80 as at
December 31, 2005 and 2006, respectively. According to Metso's
Articles of Association, the minimum share capital is EUR 170

million and the maximum share capital EUR 680 million. Each share
has a nominal value of EUR 1.70, unchanged from the previous
year.

Share amounts
2005 2006
Number ¢f outstanding shares, January 1 136,189,704 141,593,773
...... Shareopt\onsexerosed e
' Redermption of own shares by'éi";.::é-r'fﬁé'r"s'ﬁ‘\p(MEDlvIncentive Ky) ) s (300,000
Number of outstanding shares, December 31 141,593,773 141,358,773
""" Treasury shares held by the parent company T T e0gal T 60,841
""" Shares administered by a partnership (MEOTV Incentive Ky) T 300,000
Total number of shares, December 31 141,654,614 141,719,614
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In 2005 the number of shares subscribed with year 2000 and
2001 stack options was 4,538,869 and 865,200, respectively. The
subscription price was EUR 13.25 per share. As a result of the share
subscriptions, the share capital of Metso Corporation increased by
FUR 9.186,917.30. In 2006, a total of 65,000 shares were subscribed
with 2003A stock options. The subscription price was FUR 8.70 per
share. As a resu't of these share subscriptions, Metso's share capital
increased by EUR 110,500.

As at December 31, 2006, the number of shares included 60,841
treasury shares held by the parent company and 300,000 shares
held by a separate partnership company. The Board of Directors
have decided to outsource the administration of the share owner-
ship plan to this partnership (MEQTV Incentive Ky} included in
Metsa's consolidated financial statements. The acquisition price
of own shares acquired in 1999 ang 2006 was EUR 654,813 and
EUR 11,006,385, respectively. The acquisition price of own shares is
recognized in the treasury stock.

Metso Corporation’s Board of Directors proposes to the Annual
General Meeting on April 3, 2007 that a dividend of EUR 1.50 per

Changes in fair value and other reserves:

share be distributed for the year ended December 31, 2006. These
financial statements da not reflect this dividend payable of EUR
212 millign. The 300,000 shares held by MEOTV Incentive Ky are
also entitled to dividend.

Fair value and other reserves

Hedge reserve includes the fair value movements of derivative
financial instruments used in cash flow hedging.

Fair value reserve includes the change in fair values of assets
classified as availabla-for-sale. Share options and shares granted
are presented in fair value reserve.

Legal reserve cansists of restricted equity, which has been
transfarrad from distributable funds under the Articles of Associa-
tion, local company act or by a decision of the shareholders.

Other reserves censist of a distributable furd held by the Parent
Company.

Treasury Hedge  Fairvalue Lega! Other
EUR million stock reserve reserve reserve reserves Total
Balance as at January 1, 2004 1 - - 228 202 431
Change e ST e e - e o -
Balance as at December 31, 2004 1 - - 228 202 431

Own shares

Eﬁem ofadoptmg AT e e e e e
 Gash
. Availa e P

Share options gramed B T 0 - - 0
Balance as at January 1, 2005 {n 4 2 228 202 435

Fau value galns net of taxes

_Transferred to proﬁt and Io

Fan value gains, net cf taxes
Transferled e proﬁ[ and Ioss net oftaxesw )
Share options gran[ed

Balance as at December 31, 2005 [ {7) 2 228 202 424

Cash ﬂOW hedges e

Falrvalue gains, net of taxes - _ i 1 ]
Transfe:red to profit and loss, net of taxes 3 -

Available- for- sa\e quity |nve5tments N

_Fair value gains, net oftaxes e e e e 2

_ Transferred 0 profitand loss netoftaxes == T T D)
Redemotion of ownshares e )
Share options and shares granted L b
Other S . - - - :
Balance as at December 31, 2006 (12) 9 4 229 202 432
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Foreign currency translation included in the shareholders’ equity:

Notes to Consolidated Financial Statements

EUR million 2005 2006
)
(59)

... =

Transfer of translation differences - 1
Cumulative translation adjustment as at December 31 (9) (45)

23 Share-based payments

In 2006 Metso had one share ownership plan and one options
program. The share-based payment expense amounted to EUR
0.2 miltion, EUR 0.2 million and EUR 4.9 million for the years ended
December 31, 2004, 2005 and 20086, respectively.

Share ownership plan
As part of the remuneration and commitment program of the
management, the Board of Directors decided in December 2005
upon a share ownershig plan covering a maximum of 360,000
treasury shares to be granted during 2006-2008 strategy period.
The shares granted during 2006 will include a maximum of 94,985
Metso treasury shares subject to a cap price of EUR 38, It limits
the maximum number of shares, which can be awarded, to the
number of shares granted multiplied by the cap price and divided
by the prevailing share price should latter exceed EUR 38, If share
price exceeds EUR 38, the number of shares awarded shall be
reduced on pro rata basis. The final number of shares distributed
will be based on the average share price during the first two full
weeks of March 2007, The earning criteria is set each year sepa-
rately, for the plan in 2006, the main earnings triggers are the oper-
ating prefit targets and four years of service subsequent to grant
date. The incentives consist of both shares and cash, the latter to
cover income taxes and tax-related payments of the beneficiaries.
The compensation expense for the shares, which is accounted
for as equity-settled, is recognized as an employee benefit expense
with corresponding entry in equity. The cost of the equity-settled
portion, which will be evenly recognized during the required
service period, is based on the market value cf Metso treasury

shares on the grant date in February 2006. The average share price
for the grant date was EUR 29.23. The compensation expense for
the cash is accounted as a cash-settled plan and is recognized as
an employee benefit expense with a corresponding entry in short-
term liabilities as the cash portion will be settied in the end of
March 2007 once the shares have been awarded. The cash settled
portion of the plan is fair valued at each balance sheet date based
on the prevailing share price, The management makes an assass-
ment at each balance sheet date of the probability for the condi-
tions to vest. At the year ended December 31, 2006, the compen-
sation expense for the shares amounted to EUR 1 million and the
compensation expense for the cash EUR 4 million.

2003 options program

As at December 31, 2006, Metso had one options program: the
2003 opticns program. The remaining opticns give the right to
subscribe for a maximurm of 235,000 new shares. In 2004, 100,000
year 2003A options were granted to President and CEQ Jorma
Eloranta. in 2006 he sold 50,000 options and subscribed Metso
shares with 15,000 options. 2003A options have been listed on the
main list of the Helsinki Stock Exchange since May 2, 2006, Metso's
Board of Directors has reserved for potential further use 100,000
year 2003A opticns and 100,000 year 2003C options.

The share subscription prices for the 2003A options are EUR
8.70, and for the 2003C options EUR 27.50. Annually paid dividends
are deducted from the subscription prices. The share subscription
period for the 2003A options is April 1, 2006-April 30, 2009, and for
the 2003C options April 1, 2008-Aprit 30, 2011,
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Changes and average exercise prices related 1o the year 2003 options program are as follows:
As at December 31,

2004 2005 2006
Average Average Average
exercise Amount exercise Armount exercise Amount
price of price of price of
EUR/share options EUR/share aptions EUR/share options

e e 045 lgogos 1030 100,000
L T L et v
Forfeited e o

Beginning of yea

Exercised -

End of year 1045 100,000 1010

8.70 35,000

Exercisable at end of year - - 35,000

The fair value of 20034 options grantad in 2004 was EUR 4.47 each determined using the Black-5choles valuation model. The variables
applied in the Black-Scholes model were as follows:

2004
Shareprice, EUR e
fercse prentR ------------- ------ e e e ieio R e R o e
Risk-free imerest'rate,% o "

Expected lfemnyears S

The volatility measured at the standard deviation of expected share price returns is based on statistical analysis of daily historical share
prices over last five years,

2001 options program

The share subscription period for 2001 cptions program expired Metso has applied IFRS 2 to 30,000 options, which were granted to
on April 30, 2005. A total of 865,200 shares was subscribed through Jorma Eloranta on March 1, 2004. No other options under the 2001
the program and the subscription price per share was EUR 13.25. opticns program were granted during 2004 or 2005.
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24 Long-term debt

Notes to Consclidated Financial Statements

Long-term debt consists of the following at December 31:

Book values Fair values
EUR million 2005 2006 2005 2006
B S e 688 . 526 75 B8
Loans from financial institutions 40 ) 40 151

Less current maturities 160 93 160 a3
Total 593 605 630 632
Bonds:
Nominal Effective Criginal Out;ttaggér;?ﬂ%c;?;\]/alue
interest rate interest rate loan amaunt '
EUR miltion Dec. 31, 2006 Dec. 31, 2006 in currency 2005 2006
1997-2007 e OB OB8%USD2eO 092 .8
2001 -2006 - . - e URSOD L is6 -
042011 5.10%  650% FUR274 257 259
505 342
Private placements issued under
EMTN program, maturing 2009-2012 4.45-561% EUR 186 183 184
Bonds total 688 .32
Less current matuntles 1 56“ 83
Bonds, long-term portion 532 443

Metso has @ Euro Medium Term Note Program of EUR 1 billion,
under which bonds and private placements in the amount of
EUR 586 million were outstanding at the end of 2005. Under
the EMTN program, EUR 156 million worth of bonds matured
according to their terms in 2006 and the outstanding book values
at year-end amounted to EUR 443 million. In addition, Metso
has a USD denominated bond registered with the U.S. Securities
and Exchange Commission which amounted to USD 109 million
(EUR 83 million) as at December 31, 2006. At the end of 2006 the
outstanding book values of public bonds were EUR 342 million
and private placements EUR 184 million

Loans from financial institutions consist of international bank
borrowings with either fixed or variable interest rates. A major
share of loans is either EUR, USD or SEK denominatad. The interest
rates vary from 1.0% (EUR} to 6.9% (USD). The loans are payable
from year 2007 to 2018.

In Decermnber 2006 Metso drew a EUR 100 million loan from the
European Investrnent Bank (EiB) under a2n agreement made in 2004.
The purpose of the loan is 1o finance research and development
activities carried out within Metso. The loan has a floating interest
rate, a tenure of ten years and amortization will begin in 2010.

In May 2005 Metso agreed to decrease the amount of the five-
year syndicated revolving credit facility agreement signed in 2003
from EUR 450 millien to EUR 300 million. In December 2006, this
facility was repiaced by a new EUR 500 million revolving five-year
loan facility with a syndicate of 14 banks. The respective revolving
facilities were undrawn at the end of 2005 and 2006. Metso had
no other undrawn committed long-term facilities as of December
31, 2006.

Interest rates of the finance lease cobligations vary from 4.0%
to 10.0% and other long-term debt carry interest in the range of
1.0% 10 6.2%.
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Maturities of long-term debt as at December 31, 2006 are as follows:

Loans from Finance Other
financial lease long-term
EUR million Bonds institutions obligations debt Total
2007 e 52 i3 .. .
2008 [T S
2009 3 S0
W10 A2 Lo
Later L - OB 5 -
25 Allowances
Allowances have changed as follows during the financial year 2006:
Balanceat Impactof  Additions Increase from Deductions/  Balance at
beginning  exchange charged to business  Realized other end of
EUR million of year rates expense  acquisitions reserve additions year
Allowance for doubtful notes and
ecewables 3 @ M 1 e 8B
Allowance for inventory obsolescence 53 (3} 15 0 {9 2) 54
Total 88 {5} 25 1 (15) (5) 89
For additional information on allowances, see also note 3.
26 Provisions
As at December 31,
2005 2006
EUR million Non-current Current Total  Non-current Current Total
Warsanty and quarantee libilites 4 188 162 B 16 1%
Accruedrestucturing expenses® A 10 28 9 B 2
Environmental and product liabiliies T2 S S . SO
Qther provisions 14 32 19 15 34
Total 33 191 224 53 213 266

" Eor additional information on sigrificant restiucturing programs, see also note 6.

The provisians, including both non-current and current ones, have changed as follows during the financial year 2006:
Reversal of

Balanceat Impactof  Additions Increase from reserve/ Balance at
beginning  exchange charged to business  Realized other end of
EUR million of year rates expense  acquisitions reserve changes year
Accued restructuring expenses 25 05 0 B3 00 3
Enwironmental and preduct liabilities 5 0 3 0 {1 (1) 6
Total 30 0 8 13 (i) (2) 38

" Egr additional information on significant restructusing programs, see also note 6.

Provisions, where the expected settlement date exceeds one year from the moment of their recognition, are discounted to their present
value and adjusted in subsequent closings for the time effect.
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Accrued restructuring expenses

The costs in¢luded in a provision for restructuring are those costs
that are either incremental and incurred as a direct result of the
formal pian approved and committed by management, or are the
result of a continuing contractual cbligation with no continuing
economic benefit to Metso or a penalty incurred to cance! the
contractual obligation. Provision also includes other costs incurred
as a result of the plan, such as environmental liabilities and costs 1o
transfer operations to new locations.

Accrued restructuring expenses include EUR 13 million of costs,
which were recognized following the disposal of the remedy-
package on which the approval for the acquisition of Pulping and
Power businesses was conditional.

Warranty and guarantee provisions

Notes to Consolidated Financial Statements

Environmental and product liabilities

Metso accrues for losses assaciated with environmental remedia-
tion obligations when such losses are probable and reasonably
estimable. The amounts of accruals are adjusted later as further
informaticn develops or circumstances change. As at December
31, 2006, environmental llabilities amounted to EUR 3 million. It
included clean-up costs for soil and water contarnination at various
sites in the Unites States previously operated by Metso Minerals
and clean-up costs for groundwater contamination at a site in
Belgium previcusly owned by Metso Panelboard, part of Metso
Ventures Business Area.

Metso is occasionally involved in product liablity claims typical
for companies in comparable industries. As at Decemnber 31, 2006,
product liabilities amounted to EUR 3 million.

The provisions for warranty and guarantee liabilities have changed as foliows during the financial year 2006:

Balarice at Impactof  Increase for Increase for  Increase from Balance at
beginning exchange currentyear's previous year's business end of
EUR million of year rates deliveries deliveries acquisitions  Deductions year
Warranty and guarantee provisions 162 () 62 LA B 1%

Metso issues various types of contractual product warranties under
which it generally guarantees the performance tevels agreed in
the sales ¢contract, the performance of products delivered during
the agreed warranty period and services rendered for a certain
period or term. The warranty liability is based on historical reatized
warranty costs for deliveries of standard products and services.
The usual warranty is 12 months from the date of customer

27 Short-term debt

acceptance of the delivered equipment. For larger projects, the
average warranty period is two years. For more complex contracts,
including long-term projects sold by Metso Paper and Metso
Minerals, the warranty reserve is catculated contract by contract
and updated reqularly to take into consideration any changes in
the potential warranty liability.

Other interest bearing short-term debt consists of the following at December 31:

EUR million 2005 2006
Loans from financial institutions ] 35 43
Domestic c-o.m.mercia'l ;‘;aperﬁnanciné"w“mm" - 89
Total 35 132

The weighted average interest rate applicable to short-term
borrowing at December 31, 2005 and 2006 was 4.8% and 4.0%,
respectively.

Metsc has established a short-term Euro Commercial Paper
program of EUR 150 million and a domestic commercial paper

program amounting to EUR 300 miflion, Both programs were
unused as of December 31, 2005 and as of December 31,
2006 domestic commercial papers worth EUR 89 million were
outstanding.
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28 Trade and other payables

Trade and other payables ccnsist of the following at December 31

EUR million

2006

Trade payables
Accrued personnel costs L
Accrued projectcosts L

Short-term derivatives
QOther

5oz,

167

Total

925 1,238

29 Post-employment benefit obligations

The companies within Metse have various pension schemes
pursuant to local conditions and practices of the countries in
which they operate. Some of these programs are defined benefit
schemes with retirement, healthcare, death, jubilee and termi-
nation income benefts. The benefits are generally a function of
years of employment and salary with Metso. The schemes are
mostly funded through payments to insurance companies of to
trustee-administered funds as determined by periodic actuarial

calculations. Metso uses December 31 as measurement daie for
its defined benefit arrangements. The discount rates applied are
based on yields available on high quatity {"AA" 1ated} corporate
bonds. If such reference is not available, the rates are based on
government bond yields as of the balance sheet date. The terms of
corporate and government bonds are consistent with the currency
and the estimated term of the pension obligations.

The amounts recognized as of December 31 in the balance sheet are following:

Pensicn benefits, Pension benefits, Other post-
domestic foreign employment benefits
EUR million 2005 2006 2005 2006 2005 2006
Present value of funded obligations 1l % 28 L. 285 T =
Fair value of plan assets &) {7) (226) (239) - -
2 ...
Present value of unfunded obl - 8
Unrecognized assel e S D
Unrecognized actuarial gains flosses) @ Q) B8
Unrecognized past service costs (credit) 2 2 - - - -
Net liability recognized 3 3 114 114 40 37

Amaunts in the balance sheet:

. Liabili
Assets

Net liability recognized

114 40 37
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Movements in the net liability recognized in the balance sheet are as follows:

Foreign pensicn and other post-
Pension benefits, domestic employment benefits
EUR million 2005 2006 2005 2006

Net liability at beginning of year L8154
0 1

pcuistons .
Net expense recognised in the income Stateme”t R - AL 19 .
Ot UtONS e SRR < MU L) R o N -
Translation differences - - 8 {7

Net liability at end of year

[We)
[+
o
kS

151

The major categories of plan assets as a percentage of total plan assets as at December 31 are as foliows:

sacurities

The expected return on plan assets is set by reference to historical returns on each of the main asset classes, current marketindictors such
as long term bond yields and the expected long term strategic asset allocation of each plan.

The amaunts recognized in the income statement were as follows:

Year ended December 37,

Pension benefits, Pension benefits, Other post-

domestic foreign employment benefits

EUR million 2004 2005 2006 2004 2005 2006 2004 2005 2006
Service cost g 2 1 5 5 5 1 1 1

{Gains} losses on immediate settlements (81) (3) 0 {11) (2) 0 - D
Expense {income) recognized in income statement (75) 2 1 4] 7 8 3 3 4
Aﬂual(emm(loss)mp!aﬁassem ,,,,,,,,,,,,,,,,,,,,,,,,,, 1 (2) 0 ............... ] 6 .............. 20 23 ............ - - .
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The changes in the value of the defined benefit obligation are as follows:

Pension benefits, Pension benefits, Other post-
domestic foreign employment benefits
EUR million 2005 2006 2005 2006 2005 2006

Defined benefit obligation at beginning of year L 3 373 34 44

increase in coverage

Sectlements
Translation differences . R A I 4\, S SO ..
Benefits paid T i @ - (17) (17) &) (3)
Defined henefit obligation at end of year 11 9 373 381 44 41

The changes in the fair value of the plan assets during the year are as follows:

Foreign pension and other post-
Pension benefits, dormestic employment benefits
EUR million 2005 2006 2005 2006

LA 2.

Fair value of assets at beginning of year

Adjustments for new plans covered

Settlerments e reeeem e N - e
Acqulisitions , i e T T T

Actual return on plan assets -

Plan participant contributions

fmployercontrburions T A 2B
Translation differences - -

Fair value of assets at end of year 8 7 226

Summarized information on pension labilities, plan assets for the three periods is as follows:

EUR million 2004 2005 2006
Present value of defined benefit obligations at December 31 s AT
B4 246

Fair value of pla

Unrecognized as

Uniecognized actarl gans ossesl T T @ D 8

Unrecognized past service costs
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The principal actuarial assumptions at December 31 (expressed as weighted averages):

Domestic Foreign
2005 2006 2005 2006
Bgﬁgﬁt cbligation: discount rate _450%  450%  505% 5.28%
377% 339%  3.65%
T 200% Co08%%  1.08%
Csa0% 574%  534%
oM e 366%
Expensein | 0% C784%  7.81%
Expense in income staterner 230% 091%  0.8%%

The expected conitributions in 2007 shall amount to EUR 1 million to domestic plans and EUR 25 million to foreign plans,

The life expectancy of the participants is based on regularly updated mortality tables, which reflect the life expectancy of the local
papulation. The mortality tables used for the major defined benefit plans are following:

Jnited States of America

An increase of one percentage point in the assumed health care
cost trend would increase the accumulated post-employment
benefit obligation by EUR 3 million at December 31, 2006. It would
increase the sum of the service and interest cost by EUR 0.2 million
far 2006. A decrease of one percentage point in the assumed
health care cost trend would decrease the accumulated post-

. PXA92 yearof birth,
..UPSA projected 10,2010/
_AP2000 projected to 2015

Gompertz’ model with Finnish TEL parameters

HeubeckRT2005G
o}

employment benefit abligation by EUR 2 million at December 31,
2006. It would decrease the sum of the service and interest cost by
EUR 0.1 million for 2006, The health care cost trend during the next
five years is expected to fall from 10% to 5% by one percentage
paint per annum.
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30 Mortgages and contingent liabilities

Mortgages and contingent liabitities consist of the following at December 31:

EUR million

2005 2006

Onownbehalf

wortgages

CPledgedassets

.. Guarantees

Other commitments

Other contingencies 6
Total 22 32

The morigages given as security for own commitments relate 10
industrial real estate and other company assets. The mortgage
amaunt on corparate debt has been calculated as the emount
of corresponding loans. The nominal value of the mortgages at
December 31, 2006 was EUR 2 million higher than the amount of
the corresponding loans.

The repurchase ccmmitments represent engagements
whereby Metso guarantees specified trade-in values for products

31 Lease contracts

sold to customers and third parties. The amounts in the above
schedule comprise the agreed value in full of each repurchase
commitment.

Metso Corporation has guaranteed obligations arising in
the ordinary course of business of many of its subsidiaries up
to a maximum of EUR 569 million and EUR 1,100 million as of
December 31, 2005 and 2006, respectively.

Metso leases offices, manufacturing and warehouse space under varicus noncanceliable leases. Certain contracts contain renewal options

for various periods of time.

Minimum annual rentals for leases in effect at December 31 are shown in the table befow:

Operating leases Finance leases

EUR million 2005 2006 2005 2006

C)-2years

3
8

[ RISRINR IR S

Over 5 years 15 24
Total minimum lease payments 125 166 26 22
Future financial expenses (5) {4
Total net present value of finance leases 21 18
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Net present value of annual rentals for finance leases in effect at December 31 are shown in the table below:

EUR million 2005 2006
. Lessihan lyear e et 3 3
B 3 3
LATRYRAS 3 3
L Andyears 3 2
_A-byears 2 1

Over § years 7 6
Total net present value of finance leases 21 18

Total rental expenses amaunted to EUR 42 million, EUR 30 million
and EUR 34 million in the years ended December 31, 2004, 2005
and 2006, respectively.

Future lease payments for empty premises

Cue to reorganization of production and sales activities, Metso has,
from time to time, empty leased prernises with non-canceliable
rental engagements. A cost reserve for the remaining lease period
is made when it is probable that economically realistic sub-lease

32 Derivative financial instruments

Annual repayments of principal are presented in the maturities
of long-term debt, see note 24.

or early termination arrangements cannot be negotiated. The cost
accrual is based on discounted future lease payments. Metso has
recognized an accrual for duplicate lease costs, and the remaining
reserve amounted to EUR 3 million as of December 31, 2005 and
2006.

Notional amounts and fair values of derivative financial instruments as at December 31 were as follows:

2005
Notional Fair value, Fair value,
EUR million amount assets liabilities  Fair value, net
Forward exchange contracts M2 B
Cross-CUITeNCY SWAPS e 0 0
Interest rate swaps 4 (4
9 9
L9 0 0
20 S5 O 0 0
Electricity forward contracis® 354 2 2 2
Total 9 43 {34)
2006
Notional Fair value, Fair value,
EUR million amount assets liabilities Fair value, net
Forward exchange contracts 1357 17 L.

Cro

interestrate swaps o

Interest rate futures conuracts

R T
0
43y 0

Option agreernents o ) )
7. L8 .0 0

D e e e e 5 e O 0 L0

Electricity forward contracis ! 475 0 1

Total 19 2 17

"Notional amount GWh

The notional amounts indicate the volumes in the use of derivatives, but do not indicate the exposure to risk.
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Derivative financial instruments recognized in balance sheet as at December 31 are presented below:

2005 2006

EUR million Assets Liabilities Assets Liabilities
Interest rate swaps falr value hedges o O - - -
Interest rate swaps — nen-qualifying hedges - - - 1

- 4 1 1
o schonie convacs - towhedges T e e TG
Forward exchange contracts - net invesiment hedges S om L L L
Forward excha.ng.e contracts - non-qhal‘wfying hedges o 4 7 T 3
Currency swaps — non -qualifying hE‘dQES ) B S - ] T
Efectricity forward contracts - non- quallfywhg hedges T 2 — ) . o
Options - non-qualifying hedges o ' - - -
Total derivatives 9 43 22 5

In the years ended December 31, 2005 and 2006, respectivety, there
was no ineffectiveness related to the cash flow hedges, which
would have resulted in an immaediate recognition of an ineffective
portion in the income statement,

As at December 31, 2006, the fixed interest rates of swaps varied
from 4.8% to 6.1%. The main floating rates were Eurlbor and Libor.

As at December 31, 2006, the maturities of financial derivatives are the following (expressed as notional amounts}):

EUR million 2007 2008 2009 20010 2011 and after
Forward exchange contracts 1,261 - -
Crosscurencyswaps ] - -
merestrateswaps o TS s 83
s oeuescoras S :
Option agreements o ) N l = - -
Electricity forward comracts” ST T T ss T se - -

" Notional amount GWh
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Notes to Consclidated Financial Statements

Metso adopted IAS 32 and IAS 39 prospectively as of January 1, 2005, The effects of the adoption 1o the balance sheet are shown below:

Assets Effect of
adoption of
1AS 32 and
EUR million Dec 31, 2004 1AS 35 Jan 1, 2005
Non-current assets L .
Intangibleassets 585 - 585
Property, plant and equipment 649 - 649
Financial assets 239 {19) 220
Total non-currentassets R L 1454
Receivables s 13 1,046
Cash and cash equivalents 172 - 372
Total currentassets 2,097 13 2,110
Assets held for sale - - -
Total assets 3,570 (6) 3,564
Shareholders’ equity and liabilities
Effect of
adoption of
14532 and
EUR million Dec 31,2004 I1AS 39 Jan 1, 2005
Equity
Share capital - 232 - 232
~ Other shareholders’equity 758 7 765
Minority interests 5 - 5
Total equity 995 ) 7 1,002
Liabilities L. I .
 Non-current fiabilies 1,109 2y 1,087
Current liabilities 1,466 ) 9 1,475
Liabilities held for sale - - -
Total liabilities 2575 (33) 2,562
Total shareholders’ equity and liabilities 3,570 (6) 3,564

Financial assets, -liabilities and derivative financial instruments
that are used 10 hedge foreign currency, commodity prices and
interest rate risks have been classified, measured and recorded in
accordance with 1AS 39 in the opening balance sheet as of January
1, 2005. As a result of the application of 1AS 39, the sharehoiders’
equity increased by EUR 7 million, net of taxes, due to recognition
of derivative financial instruments at fair value.

In 2004, Metso entered into several transactions with existing
lenders te exchange EUR 344 million under its EUR 1 billicn Euro
Medium Term Note Program for new bonds with lower interest rate
and a longer term. As at December 31, 2004 Metso had capitalized
EUR 24 million of costs related to these transactions, of which non-
current EUR 23 million and current EUR 1 million. In accordance
with |AS 39 and IAS 32, part of these exchanges were considered

as extinguishment of the original debt resulting in EUR 1 million
reducticn of unamortized transaction costs expensed directly
through equity as of January 1, 2005. Under $FRS, interest bearing
liabilities are initially recognized as proceeds received, net of trans-
action costs incurred. In subsequent periods, they are measured
at amortized cost using the effective yield method. Transaction
costs and all other premiums or discounts included in the effective
interest rate calculation are amortized over the life of the bond.
Shares, classified as equity investrnents available-for-sale, were
fair valued 10 the balance sheet as of January 1, 2005. Conse-
quently, the value of listed shares increased by EUR 2 million.
Treasury stock of EUR 1 million held by Metso was deducted
from the assets and shareholders’ equity as of January 1, 2005.
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34 Principal subsidiaries

The following is 3 list of Metso's principal subsidiaries ranked by external net sales. These companies accounted for 88 percent and 90
percent of total external net sales for the years ended December 31, 2005 and 2006, respectively.

% of external Research and
net sales Production Sales  development
Metso Paper Oy Finland 15 9 % N B
Vieteo Mrneralslndustrreslnc e e ':'L'JiSA" i .
Metso Brazrl IndustrraeComéroo Ltda ' prazil T 63
Metso Paper USAInc. TV T 50 5 o )
Meiso Mlnerais (Auslralra) Ltd i i ‘Australra i 39 i

Metso Paper Sundsvall AB ) Sweden ) 1)
Metso Automation USA Inc -
Metso Mrnerals (France) SA S
Metso Lmdemann GmbH T

R
25

XXX XX XX

- " Germany [,

Valmet Automotrr';e"(j‘y ' T RRand T 22
MelsoMrneraIs (Canada)lnc ' T Canada T
Metso Paper Pon Oy e
Metso - 5HI Co. Ltd ' o S ‘Japan X
Metso Minerals (Johannesburg) (Piy} Lid South Afrrca ' 16 x
MetsoAu:omauon v 2 e £ B x
Motse Paper ot "Sweden S

X

rd

MetsoTexas Shredder Inc. o UsA l.@m = ]
Metso Paper le R L 14 . A
Merso Mrnerals i T GreaIB"' arn

Metso Minerals Espana SA ' Spam ) ) ) '
Metso Panelboard A SR
Metso Minerals (Chlle) A

Metso Minerals (Mexico) SA de v
Metso Minerals (Nor\r\;a)}).A/S '
Metso Paper Valkeakoski Oy S hieland T o
MetsoMrnerals(Germany)GmbH o Germany o 08 '
Metso MrrreralszdéEfra)GmbH ' ‘ P
Metso Mmerals (Krruna) AB .
Metso Automatron Pre Ltd
Metso M‘nerals (Indra) Prlvale le
Melso Endress+Hauser Oy o " Finland ]
Metso PapeerbH R Germanymmmww
Metso Mrnerals (Sweden) AB C T sweden
Metso Automarron GmbH o .Germany co 06

Metso Panelboard(}y ' ' Finland 06

Metso i Syste SAB R W g —
Metso AutomatronSAS S o "rré}'i&é' """"""""" os
MelsoPaper Chrna) Co. Ld " ¢hina .
Nietso Nt e ieeaes e oo Sweden 05
Metso Minerals (Srngapore)-Pte Ltd S 05
Metso Paper Como SpA B 05
Merso Foundries Jyvaskyla by T Frnla'nd T s X '

Metso Mals (Italy)SpA ) .,,...................Italy e

Metso Paper (Thailand) Co. Lid ~ Thalland 04w
MetsoMrnerals(Bequ) SA ) T
Messo Minerals Japan coud
Metso Minerals Peru SA

Metso Mrnerals(Hong Kong) Lid S
Metso Automnation doBrasilda
Metso Autornauon KK S Japan
Me[so Automatron Ma C'ontro\s\nc: ‘USA o
Vetsotneral Frind Oy Faland T gy T

"
x
2
%
x
e
=
5
. .X
x
X
St
-
X
X

Pxixix wixi

x
IXxixixix XX INIKIXIXIXINIXIX

Brazil

PR EN X XK REX X
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35 Business Area and geographic information

Corporate structure

Metsc is a supplier of process industry machinery and systems,
as well as know-how and aftermarket services. Metso's Business
Areas are global in scope with operations in over 50 countries. The
principal production plants are located in Finland, Sweden, France,
Germany, the United Kingdom, Canada, the United States, China,
India, South Africa and Brazil.

Up to the end of 2006 the operations were organized intc the
following four Business Areas:

Metso Paper designs, develops and delivers pulp and paper
machinery and equiprment and complete production lines for
the puip and paper industry. Metso Paper also has substantial
aftermarket operations. Metso Paper operated under five Busi-
ness Lines in 2008: Fiber, Paper and Beard, Finishing, Tissue and
Service.

Metso acquired Aker Kvaerner's Pulging and Power busi-
nesses as of December 29, 2006 and they were consolidated
into Metso Paper Business Area. The balance sheet of Pulping
and Power operations is included in Metso Paper as of
December 31, 2006. The acquisition had no effect on the 2006
income statement.

Metso Minerals designs, develops and manufactures equip-
ment and total solutions, as well as aftermarket solutions for
rock and minerals processing industries. Up to the end of the
year 2006, its operations were managed through four Busi-
ness Lines: Crushing and Screening, Minerals Processing, Wear
Protection and Conveying as well as Recycling.

Metso Automation designs, develops and supplies both
process autornation and field solutions for automation and
information management in selecied process industries
through its two Business Lines: Process Automation Systems
and Flow Control.

Metso Ventures comprised Metso Panelboard, Foundries,
Metso Powdermet and Valmet Automotive. Metso Panel-
board develops and supplies complete production lines for
the panelboard industry. Foundries manufacture castings
far various engineering industry needs. Metso Powdermet
develops machine parts based on powder metallurgy and
other corresponding manufacturing technigues and advises
Metso's businesses in issues relating to materials technology.
Valmet Automotive is an independent contract manufacturer
of specialty cars.

Corporate Office and other is comprised of the parent
company and holding companies located in the United States
and in Sweden as well as financial shared service centers in
Finland and in Canada.

Transfer pricing in intra-Metso transactions is primarily based
on market prices. In some cases, cost-based prices are used,
thereby including the margin {cost plus method).

The financial performance of the segments is measured
through the ability to generate operating prefit both in abso-
lute figures and as percentage of net sales. Financial income and
expenses, net, and income taxes are not divided to segments but
included in the profit {loss) of Corporate Office and other The
treasury activities of Metso are cocrdinated and managed by the
Corporate Treasury in order to utilize the cost efficiency benefits
retained from pooling arrangements, financial risk management,
bargaining power, cash management, and other measures. Tax
planning aims at the minimization of Metso's overall tax cost and
it is based on the legal structure and the utilization of holding
company structure as applicable.

Segment assets comprise intangible assets, property, plant and
equipment, investments in associated companies, joint ventures,
available-for-sale equity investments, inventories and non-interest
bearing operating assets and recelvables. They exclude interest-
bearing assets, including alse cash and cash eguivalents, income
tax receivables and deferred tax assets, which are included in the
assets of Corporate Office and other.

Segment liabilities comprise non-interest bearing operating
liabilities and exclude income tax liabilities and deferred tax
liabilities, which are Included in the assets of Corporate Office and
ather.

Non-cash write-downs include write-offs made to the value
of notes, receivables, and inventories and impairment and other
write-cifs recognized to reduce the value of intangible assets,
property, plant and equipment and other assets.

Gross capital expenditure comprises investments in intangible
assets, property, plant and equipment, associated cornpanies, joint
ventures and available-for-sale equity investments including addi-
tions through business acquisitions.

Information about Metso's reportable segments as of and for
the years ended December 31, 2004, 2005 and 2006 is presented
in the following tables.
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&
£UR million + ¥
2004
Exlernal

wises O T - B ]

Intra- Metso net sales

Net sales, - 88 3602

Other operatlng income and expenses net

Share in proﬁts and Iosses of associated compames 3

Reversal of Finnish pension kiability — _..398

Operating profit (loss)
% of net sales

Depreciation and amaortization

Gross capital expenditure (ncluding business
acqmsnmns)

Non-cash wnte downsz’

Intangible assets and property, plant and equipment

Available-for-sale equity investments ? e M T
Inventories. and other nan-interest bearmg assets
Interest !?_e??f'!"_g._a§5?¥5, e e e
Deferred tax assets - - - - 159

Totlassels .. M9 L2320 269 a6 691

Interest bearingdebr T o 935
Deferred tax liability - - - - 16
Towlliablives 79 S0 13 w94 0¥ o 2

Noninterestbeating lablives 796 0

Copiatemployed © e 7R WL B 193,

Odersreceived ﬁ_'ﬁ_ | _f' L me s s 3 o - 69 3se
Oderbacog o %6 b0 176 66 .. = . B W3 118

Y Reversal of Finnish pension liabdlity (TEL) is included in operating proﬁ[ See note 7 for further information,

2 5ther non-cash iterns recorded in Metso Paper include EUR 15 million of bad debt expense related to Papiers Gaspésia and EUR 10 millien related to the 2004 restructuring program.
*Corporate Office and other includes treasury stock of EUR 1 million.

“£or more infarmation on discantinued operations see note 13
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2005

Buemainetsles 0 pm

Intra-Metsoc net sales 10

Netsles 02

Reversal of Finnish pensionliabilty 32

Qberating profit (loss)

Other operatngincome and expenses,net @8 67
0.2

175

LR

8 - = (84) 422

Depreciation and amortization 47

Gross capital expenditure (including business

acquisitions) : AT

Nor-cashwrite-downs 10

Available-for-sale equity investments 1
Inventories and other non-interest bearing assets 758

28

25 - - w2

- 121
- 2

I S AT )
g - - 20
e 1w - -2

B s e

O .4
~ 163 - - 163

Deferred tax liability -

Interest bearing debt -

188 741 - - 3,904

e
LT..88
- 20

_T_o__ta\ liabilities B3

o 8% T T 2812

L= - 69 ams
oo n 2380
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EUR million

2006
Ex r ]
intra- Metso net sales

rnaI net sales

Netsales 1947 L83

6{' R
Sha ein proﬁts and \osses or assocwated companles s o 08

1 expenses, net 02 se 03 04 ¢

Reversal of meSh pensicn liabiity - =
Operating profit foss)

Gross capltal expendlture (mciudmg business
acqunsmons)

Nomcashvtedowns T e 22

Intang|ble assets and proper[y plam equipment

a4

T

_A08

L1657

Available-for sale equity investmerts L E T SO SO L A

Inventones and other non-interest bearmg assets

Interest bearing ;

Deferred tax assets - - - -

Iotal assets L

meestbearingdent o s
Deferred tax liability - - - - 57 -

B0

2597

830
57

T(_)tat Iiapitities o

Copmalemployed S T

Orders received _ s

Oderbackog ..
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Net sales to unaffiliated customers by destination:

Notes to Consolidated Financial Statements

Other Other South and

Nordic  European North Central Asia- Rest of Elirni- Metso
EUR million Finland  countries  countries America America Pacific  the world nations total
2004 312 301 888 757 286 829 229 - 3602

Metso's exports, including sales to unaffiliated customers and intra-group sales from Finland, by destination:

Other Other
Nordic  European
EUR million countries  countries

South and
North Central
America America

Rest of
the world

Asia-
Pacific

210

e

Intangible assets and property, plant and equipment by location:

Other Other South and

Nordic  European North Central Asia- Rest of Elimi- Metso
EUR million Finland  countries  countries America America Pacific  the world nations total
2005 357 223 1S i 2B Mo S S 1.178
2006 704 615 43 148 67 73 7 - 1,657
Gross capital expenditure {excluding business acquisitions) by location:

Other Other South and

Nerdic  European North Central Asia- Rest of Elimi- Metsc
EUR million Finland  countries  countries America America Pacific  the world nations total
004 54 0. o e 8. ‘. b S
005 L AR 2R S | B, Mo S 2 S
2006 65 o 9 e VB NS LA 8 2D W
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36 Lawsuits and claims

Several lawsuits and claims based on various grounds, including
praduct liability suits and product Hability claims in the United
States as well as normal risks of legal disputes concerning deliv-
eries, are pending against Metso in various countries. However,
management does not pelieve that the outcome of these actions,
clairns and disputes will have 3 material agverse effect on Metso's
consolidated financial statements in view of the grounds presented
for the claims, provisions made, insurance coverage in force and
the extent of Metso's total business activities.

Pending asbestos litigation

As of December 31, 2006, there had been a total of 536 complaints
zlleging asbestos injuries filed in the United States in which a
Metso entity is ane of the named defendants. Where a given plain-
tiff has named more than one viable Metso unit as a defendant,
the cases are counted by the number of viable Metso defendants.
Of these claims, 188 are still pending and 348 cases have been
closed. Of the closed cases, 41 were by summary judgment, 234
were dismissed, and 73 were settled. For the 73 cases settied the
average compensation per case was USD 495. The outcome of
the pending cases is not expected to materially deviate from the
outcome of the previcus claims. Hence, management believes that
the risk caused by the pending asbestos lawsuits and claims in the
United States is not material in view of the extent of Metso's total
business operations. Costs accrued for asbestos claims amount to
less than USD 0.1 million and have been reported under Accrued
expenses and deferred income.
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Other claims

Metso Panelboard Oy is the defendant in arbitration proceedings
being carried out in accordance with the ICC rules of arbitration
in Singapore in which Metso's Chinese customer by the name of
Sichuan Guedong Construction Co. Ltd. is claiming compensa-
tion on account of an alleged delay and alleged defects in the
delivery of equipment for a chipbcard line. The plaintiff's total
claim amounts to approximately EUR 54 million, of which about
EUR 43 million concern consequential damages. The delivery
agreement also contains a clause excluding liability for conse-
quential damages. Metso Panelbcard has presented a counter-
claim amounting to about EUR 2.8 millior in order to collect the
last installment according to the agreement and to pay for addi-
tional works related 1o the delivery. A provision of EUR 1.5 million
has been establishad in conseguence of the claim.

Subpoena from U.S. Department of Justice
requiring Metso to produce documents

In November, Metso Minerals Industries, Inc., which is Metso
Minerals’ U.5. subsidiary, received a subpoena from the Antitrust
Division of the United States Department of Justice calling for
Metso Minerals industries, Inc. to produce certain documents.
The subpoena relates to an investigation of potential antitrust
violations in the rock crushing and screening equipment industry.
Metso is co-operating fully with the Department of Justice. Metso
has not made any provision related to this investigation in the year
ended December 31, 2006.




37 New accounting standards

Notes to Consolidated Financial Statements

IFRS 7
In August 2005, 1ASB issued IFRS 7 ‘Financial Instruments: Disclo-
sures’, which requires the company to disclose information
enabling users of its financiai statements to evaluate the signifi-
cance of financial instruments for its financial position and perfor-
mance. Metso does not expect the new disclosure requirements to
have a material impact to its financial statements.

Metso will apply the standard as well as related amendments
of IAS 1 for the financial year beginning on January 1, 2007.

38 Events after balance sheet date

IFRS 8

In Novemnber 2006, |ASB issued IFRS 8 ‘Operating Segments, which
requires the company 1o adopt the ‘'managernent approach’ to
reporting on the financial performance of its operating segments.
Thus, the information to be reported would be what manage-
merit uses internally for evaluating segment performance. Metso is
currently evaluating the effects to its financial staterments.

IFRS 8 is effective for annual financial statements for periods
beginning on or after January 1, 2009. Earlier adoptien is
permitted.

Metso’s Business Areas

Metso Ventures Business Area was dismantled as of January 1,
2007. Metso Panelboard as well as Jyvaskyld and Karlstad foundries
were transferred to Metso Paper. The Tampere foundry and Metso
Powdermet Oy were transferred to Metso Minerals Business Area.
Metso Powdermet AB was sold as of December 29, 2006. Valmet
Automgtive is reported as a separate financial holding under
Corporate Office and other,

Metso Paper is organized to seven Business Lines from the
beginning of 2007; Fiber, Paper and Board, Finishing, Tissue, Service,
Power and Panelboard.

Metso Minerals' operations are from January 1, 2007 managed
through three Business Lines: Construction, Mining and Recycling.

The segment information is presented according to the new
organization structure in the quarterly information after the finan-
cial statements. The quarterly information has not been audited.
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Financial Indicators

Financial Indicators 2002-2006

FAS FAS IFRS IFRS IFRS
EUR million 2002 2003 2004 2005 2006

Net sales o o o 469 . ___4,25_{}___ 3,602 4221 .4.955_

Net sales change, % ) - B0 (9.4) na 17.2 174

Operating profit (oss) ez @y 18 38

% of net sales S U - TR ¢ RO R 992

Profit on continuing operations before tax ) nfa o onfa a0 292 421

_] Profit on continuing operations _.nie L I 2 L
% of net sales R SRR £ UL T a4 2. 83
Profit (loss) - . - n/a - nfa 144 237 410
Profit loss) attributable 10 equity shareholders 65 (258) 143 3% 409

Exports and international operations " o i 4320 ) _3,?24-1 . ) 3.302 ) 3879 . 4,652
%ofmetsles %0 86 97 99 . 938

Depreciation and amartization ) T s 05
_ %of net sales o . 30 AU N 32 24 2.1
Goodwill amortization and impairment 57 2% - o7
EBITDA - . S - S o4 369

% of net sales o | Iz 37 a7 104 115

Financial income and expenses, net o } ;74 4 s 43 36
- % of net sales o 18 w7 6 10 _ 0.7
Interest expenses,met 76 66 .5 ... 3% .. .7
. Wofnetsales N £ SO - U - SR A
Interest cover (EBITDA) ] ‘ A% AL N 53 10.2x 15.8x

Gross capital expenditure (excl business acquisitons) 193 128 87 107 0 131
Seofnetsales M 30 L 228
Business acquisitions, net of cash acquired ) Vo 2 2 14 277

Net capital expenditure {excl. business acguisitions and
disposals) o ... 8 3 8 115

% of net sales o o 2 18 08 14 23
Cashflow flom operations o2 M6 B e . 442
freecashflow s s 3 om0 e 3
Research and development R L 156 -_ I29 96 . 96 109

% of net sales e T SUNT: - SRR - A 23022
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FAS FAS
EUR million 2002 2003

Financial Indicators

IFRS IFRS IFRS
2004 2005 2006

Bolance sheet tore 4399 3B
B - T -
interestbearing laililes sy 12698

Total equity

Net interest bearing liabilities - e 109

Capital employed T L. A

Return on equity ROEL % s e e B
Return on capital employed (ROCE), % o4

Equity 10 assets ratio, %

805

Debitocapitel .. 993

Orcer backlog, December 31 1589 1505

Average number of perscnnel 29258

Formulas for calculation of financial indicators are presented on the following page.

A 426

) LA
Comasy 26240

3970 .......2004 .. 4958
e 1283 1468,
9% .19 1474
935 788 830

2,060 2,304
08 . 303
L
LS 38

_.%7 w4 308
a4 379 361

3989 4745 5705

1705 2350 3,737

24363 22405 23,364
2280 o ers 25678
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Financial Indicators

Formulas for Calculation of Indicators

Formulas for calculation of financial indicators

EBITDA:

Operating profit + depreciation and amortization +
goodwill amortization and impairment

Formulas for calculation of share-related indicators

Earnings/share:
Profit (loss)

Average number of shares during period

Return on equity (ROE}, %: Free cash flow/share:
Profit (loss) %100 Free cash flow
Total equity {average for period} Average number of shares during pericd
Return on capital employed (ROCE), %: Equity/share:
Profit {loss) before tax + interest and Equity atributable to shareholders
other financial expenses < 100 Number of shares at end of period
Balance sheet total — non-interest bearing
liabilities (average for period) Dividend/share:

Dividend distribution
Gearing, %: Mumber of shares at end of period
Net interest bearing liabilities

x 100

Total equity Dividend/earnings, %:

Dividend per share 100
Equity to assets ratio, %: Earnings per share
Total equity < 100
Balance sheet total - advances received Effective dividend yield, %:

Dividend per share 100
Capital employed: Share price on December 31
Balance sheet total - non-interest bearing liabilities

P/E ratio:
Free cash flow: Share price on December 31
Operating cash flow — capita! expenditures on fixed assets Earnings per share
+ proceeds from sale of fixed assets

Average share price:
Debt to capital, %: Total value of shares traded in euro
Interest bearing liabilities < 100 Number of shares traded during period
Total equity + interest bearing liabilities

Market capitalization:
Interest cover (EBITDA): Total number of shares x share price at end of period
EBITDA
Financial income and expenses, net
Exchange rates used

Average rates Year-end rates
2004 2005 2006 2004 2005 2006

Uso  (USdollan 12833 lawg 12630 13621 11797 13170
SEK (owedishkioma) 01250 92801 92533 90206 93885 90404
GaP (Pound sterling) 06839 o619 07051 06853 06715
CAD  (Canadiendola) 16170 15097 14267 16416 13725 15281
BRL . (Brazlionvea) 36350 30459 27375 36177 27446 28105
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Parent Company Financial Statements

Parent Company Statement of Income, FAS

Year ended December 31,
EUR million 2005 2006

Oth
Personnel expenses e o an (9

Gpeatingincome e e e e 24 2

Depeciation and value adjustments L S ow M
Other operating expenses {14) (21}
Operatingloss .. - e . @) (29)

financialincome and expenses, net - - (65) 149
Profic (loss) before extraordinaryitems L e T 120

Group contributicns 7 14
Profit {loss) before appropriations and taxes o L (66) 134

Incometaxes o L e e O
Change in deferred taxes 20
Profit (loss) 46) 141
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Parent Company Financial Statements

Parent Company Balance Sheet, FAS

Assets

As at December 31,
EUR million 2005 2006

Non-current assets

lntangible assets
___VTaVr)g'\ble assets

Other long-term investments 34 5

Total non-current assets 1921 2,335

Cash and cash equivalents 11 12

Total current assets 627 354

Total assets 2,548 2,689

Shareholders’ equity and liabilities

As at December 31,
EUR million 2005 2006

Shar

TS QQUIEY eeeeeeerttett e

_.Sharepremiurreserve 151

Legalreserve

_ Otherreserves R
Retained earnings 261 204

Total shareholders’ equity 1070 1,014

Liabilities o e e e o

Longrerm labilties 200 BT
Current liabilities 912 1,104

Total liabilities 1478 1,675

Total shareholders’ equity and liabilities 2,548 2,689
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Parent Company Financial Statements

Parent Company Statement of Changes in

Shareholders’ Equity, FAS

Share
Share  premium
EUR million capital reserve

Legal
reserve

Reserve
for own Other  Retained
shares TeServes earnings

Total

Balance at December 31, 2003 232 89

215

1 202 414

1,153

Netincome - _

B -7 B

- - (47)

Balance at December31, 2004

1,094

Divdends =

Share ) B
Net income - -

)

T
“n

Balance at December31, 2005 241 151

1,070

DIVIGENGS s o T

Net income - -

.

- - 141

9

141

Balance at December 31, 2006 Y 152

215

1,014

" Deferred tax asset for 2004 has been recegnized in 2005 due 10 a change in accounting prindiples. Net income for 2004 has not been restated.
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Shares and Shareholders

Shares and Shareholders

Shares and share capital

On Decemnber 31, 2006, Metso Cerporation's fully paid share
capital entered in the trade register was EUR 240,923,343.80
and it was divided into 141,719,674 shares. Metso has a single
series of shares. Each share has a par value of EUR 170
and entities its holder to one vote at the Annual General
Meeting, Metso's shares are registered in the Finnish Book-
Entry Register.

According to Metso's Articles of Association, the minimum
share capital is EUR 170 million and the maximum share
capital is EUR &80 million, within which limits the share
capital may be increased or decreased without amending
the Articles of Association.

The share capital increase resulting from share subscrip-
tions with Metso's year 2003 options, totaling EUR 116,500.00,
was entered in the trade register on December 21, 2006, If
all remaining 235,000 year 2003A and C options are used to
subscribe shares, Metso's share capital will increase to EUR
241,322,843.80 and the number of shares 10 141,954,614. Shares
that can be subscribed for with stock options correspand
to 0.17 percent of the Corporation’s shares and of the voting
rights produced by these shares.

Own shares

Based on the authorization received from the Annual General
Meeting, Metso's Board of Directors decided on April 28,2006
to repurchase the maximum of 300,000 of its own shares
on the Helsinki Stock Exchange for use as incentives for key
personnel.

Metso Cerporation’s Beoard of Directors decided to
outsource the administration of the share ownership plan
to a partnership (MEO1V Incentive Ky} included in Metso's
consolidated financial statements, which purchased the
300,000 Metso shares required to implement the share
ownership plan. These shares were purchased cn the Helsinki
Stock Exchange during the period December 8-13, 2006 at
an average price of EUR 36.63 per share. The parent company
holds 60,841 treasury shares, which were repurchased in 1999
with a tota! purchase price of EUR 654,813 The total amount
of the above mentioned shares is 360,841, or 0.25 percent of
the share capital.

Redemption obligation

According to Metso's Articles of Association, any shareholder
whose ownership of the Corporation's shares or the voting
rights produced by these shares reaches or exceeds 33 1/3
percent of so percent is obliged 1o tedeem the shares of
the other shareholders upon demand and in the manner
defined in the Articles of Association.

Board authorizations

On April 4, 2006, the Annual General Meeting authorized
Metsa's Board of Directors to resolve to repurchase and
dispase of the Corporation’s own shares and increase the
share capital by issuing new shares, convertible bonds and/
or stock options, The autharizations expire one year from the
Annual General Meeting.

Trnovenandlaveragelchale BLCeonithey [ietes Jandlcompetitorcadsnare)
2002—2006 [oriceeLiorman e 00ne2006 VR,
EUR million EUR
1200 48 40
1000 — 40 20

g0c

600

400

200 M

04 05 06

— Metso’s average monthly share price, EUR

1 "I
345

O 12345678910112123456763W0N121

mll |
ag

7 W2y 23456

1
5
04

£— mManthly turnaver — OMXH Portfolio index, scated

101121

— Average monthly share price

32567800012 — Share price development of the

compaetitors, scaled
* ABB, Andritz, Astec, Atlas Copco,
Emerson, Sandvik, Terex

120 Metso Financial Statements 2006




Authorization to repurchase own shares

The Board of Directors is authorized to resolve to repurchase
the Corporation’s own shares using funds available for the
distribution of profits. The shares may be repurchased for
use as consideration in acquisitions or in financing invest-
ments, as incentives for key persons, or 1o be disposed of
in other ways or to be cancetled. Shares may be acquired to
an amount where the combined par value of these shares
and the combined par value of the Corporation’s existing
treasury shares together corresponds 1o ne moere than five
percent of the Corporation’s share capital at the moment of
repurchasing,

Autharization to dispose of treasury shares

The Board of Directors is authorized to resolve to dispose
of treasury shares. The authorization covers the disposal of
all shares repurchased on the basis of the authorizations.
The Board resclves to whom and in which order the shares
are disposed. The Board may dispose of treasury shares as
consideration in acquisitions o in financing investments and
as incentive for key persons or dispcse of the shares through
public trading.

Authorization to increase the share capital

The Board of Directors is authorized to resolve onr increasing
the share capital by issuing new shares, convertible bonds
and/or stock options. The issuance of new shares, convert-
ible bonds or stock options entitles holders 1o subscribe for
a maximum of 12,500,000 new shares with a par value of
EUR1.70.0n the basis of the authorization, the Corporation's
share capital may be raised in total by a maximum of EUR
21,250,000, which represents 8.82 percent of the share capital
and votes. The authorization allows a deviation from the
sharehalders'pre-emptive subscription rights, provided that
the Corperation has important financial grounds for doing
50, such as financing or execution of acquisitions or other
development of the Corporation’s business operations.

Shares and Shareholders

Market capitalization and trading

Metso Corporation’s shares have been listed on the Helsinki
Stock Exchange (OMXH: MEOW) and the New York Stock
Exchange (NYSE: MX) since July 1, 1999. The listing of the
2002A cptions on the Helsinki Steck Exchange began on
May 2, 2006 (MEOWEW03),

Metso Corporation's share price on the Helsinki Stock
Exchange increased 65 percent in 2006 from EUR 2312 to
EUR 38.24. At the same time, the Helsinki Stock Exchange
portfolio index rose 25 percent.

The highest quotation of Metso's share on the Helsinki
Stock Exchange was EUR 38.65, and the lowest EUR 23.21.
The share price on December 31, 2006 was EUR 38.24 and
the average trading price for the year was EUR 30.45. The
Carporation’s end-of-year market capitalization was EUR
5,406 million, excluding treasury shares held by the Corpo-
ration.

In 2006, 266,774,359 Metso shares were traded on the
Helsinki Stock Exchange. The total turnover was EUR 8,123
million. The average daily trading volume was 1,062,846
shares, or 12 percent higher than in 2005. 192.0 percent of
shares were traded during the year (relative turnover; 2005:
174.6 percent) including the ADS turnover.

The highest price of Melso’s American depasitory share
(ADS) on the New York Stock Exchange was USD 50.82, and
the lowest USD 27.84. The ADS price on December 31, 2006
was USD 50.50, and the average trading price for the year
was USD 37.43.

In 2006, 4,682,700 Metse American depository shares
were traded on the New York Stock Exchange. The value of
the shares trades was USD 175.284.110. Each ADS represents
one share,

The highest quotation for Meiso's year 20034 options on
the Helsinki Stock Exchange was EUR 27.77 and the lowest
EUR 26.17. In 2006, a tota! of 50,000 of Metso’s year 2003A
options were traded on the Helsinki Stock Exchange. The
value of the year 2003A options traded was EUR 1,350,600. By
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Shares and Shareholders

December 31,2006, a total of 65,000 shares were subscribed
with year 2003A options. The subscription price per share
was EUR 8.70.

Incentive systems
Options programs
Metso Corporation currently has one options program: the
2003 options program, The remaining options give the right
to subscribe for a maximum of 235,000 new shares. In 2004,
100,000 year 20034 options were granted to President and
CEQ Jorma Eloranta. In 2006 he sald 50,000 options and
subscribed Metso shares with 15,000 options. Thus at the
end of 2006 he had 35,000 year 2003A options. Meiso's Board
of Directiors has reserved for potential further use 100,000
year 2003A options and 10¢,000 year 2003C options

The share subscription prices for the 2003A options are
EUR 8.70 and for the 2003C opticns EUR 27.50. Annually paid
dividends are deducted from the subscription prices,

The share subscription period for the 2603A aptions is
April 1, 2006-April 10, 2009, and for the 2003C options April 1,
2008-April 30, 2011.

Share ownership plan

Metso has a share ownership plan for the strategy period
2006-2008, and it is part of the remuneration and commit-
ment program for the management of Metso and its Busi-
ness Areas. The plan covers three eaming periods, each of
which lasts one calendar year, i.e. 2006, 2007 and 2008. The
incentive will consist of both shares and cash, with cash dedi-
cated 10 cover possibie taxes and tax-related payments. The
share ownership plan covers a maximum total of 360,000
shares from Metso's treasury shares,

The 2006 share ownarship plan was criginally directed
10 55 Metso managers 1o whom a maximum tota of 94,685
shares will be distributed. After the financial year 2006 was
closed, the plan was extended to cover an additional six
Metso managers. Including these six managers, a maximum
total of 100,601 shares will be distributed based on the
2006 eamnings period. The entire Metso Executive Team is
included in the sphere of the incentive plan, and they can
be rewarded with a maximum of 25955 shares. The reward
from the planis based on the 2006 operating profit of Metso
Corporation and its Business Areas. If the value of Metso’s
share, determined as the average price of Metso’s share
during the first two full weeks of March 2007, exceeds EUR 38,
the number of grantable shares for the 2006 earnings period
will be decreased by a carresponding ratio. Metso’s Board of
Directors will decide on the proposal of the Compensation
Committee on the payment of the potential rewards during
the first quarter of 2007.

The 2007 share ownership plan is directed to a total of
84 Metso managers, and the entire Metso Executive Team is
included in the incentive plan. The potential bonus from the
plan is based on the 2007 operating profit of Metso Corpo-
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ration and its Business Areas. The share ownership plan in
2007 covers a maximum iotal of 125,500 shares from Metso's
treasury shares. The Metso Executive Team's share of this toial
is @ maximum of 26,500 shares. If the value of Metso’s share,
determined as the average price of Metsc’s share during
the first two full weeks of March 2008, exceeds EUR 48, the
number of grantable shares for the 2007 earnings period
will be decreased by a corresponding ratio. Metso's Board of
Directors will decide on the proposal of the Compensation
Commitiee on the payment of the potential rewards during
the first quarter of 2008.

Holdings of Metso's Board of Directors and
executive management on December 31, 2006

At the end of 2006, the members of Metso's Board of Direc-
tors, Jorma Eloranta, President and CEO, and Olli Vaartimo,
Executive Vice President and CFO and people in their imme-
diate circle held a total of 29,143 Metso Corporation shares.
These shares represent 0.02 percent of the Corporation’s
share capital and voting rights. At the end of 2008, the only
cption holder was Jarma Eloranta, who held 35,000 year
2003A options, On the basis of these options, the share
capital of Metso Corporation may increase by EUR 59,500 and
the number of shares by 35,000, which on December 31, 2006
would have represented 0.02 percent of the Corporation's
share capital and voting rights.

Metso’s statutory insiders with their holdings are
presented on Metso's web site.

Dividend policy

Metso's Board of Directors confirmed a new dividend palicy
in October 2006. Metso will distribute at least so percent
(previously 40 percent) of earnings per share in annual divi-
dends toits shareholders. The Board of Directors will propose
10 the Annual General Meeting to be held on April 3, 2007
that a dividend of EUR 1.50 per share be paid for 2006. The
proposed dividend corresponds 1o 52 percent of the profit
attributable to the equity shareholders for the year. There-
fore, the effective dividend yield is 3.9 percent.

Shareholders

At the end of 2006, Metsao's biggest shareholder was the State
of Finland with an 11.1 percent holding. Nominee-registered
shares and shares in direct foreign ownership accounted for
69.4 percent (2005 68.7%) of the total stock. 14.4 percent
{(14.990) of the total stock was held by Finnish institutions,
companies and foundations and 5.1 percent (5.3%) was held
by Finnish private individuals. Further information regarding
the biggest shareholders is available on Metso's web site.

« Up-to-date information on Metso's share price,
ownership structure and the shareholdings of statutory
insiders can be found at www.metso.com/investors »




Share capital and share data 2002-2006

Shares and Shareholders

FAS FAS IFRS IFRS IFRS

EUR million {except for per share data and share prices) 2002 2003 2004 2005 2006
Share capital, Decernber 31 232 232 232 24
Number T - 2L - -

 Numberofoutstanding shares 136,189,704 136,189,704 136189704 141503773 141,358,773
Treasury shares held by the parent company 60841 60841 6084) 60,841 60,841

Sha{esadmmlstered bya partnershlp(MEOWIncentive Ky) s = - 300 000

. e e 130250545 136250545 136250545 141654614 141,719,614

_Average nurnber of outstandmg sha(es B '\._‘3»‘9,}?_3?_3".&_}4 130189704 136189704 139639425 141, 580 759

Average number of diluted shares ' 136189704 136189704 136192037 139665197 141,600,424

Free cash ﬂow/share DN S R

Dwadend/share

Dlwdend/eafm”‘.ilS e
Effectlve dividend Y"3|d %
P/E ratlo

Highest share price .

Lowesl share pnce

Average share

Share price, December 31

Market capltahzatlon December 31 E

T
AIO ]2.

1515

o3 s
o,

7 fff‘fﬁ""""' '

R IE
1030

1403

035

908 -

2446 3865

1137

1685 3045

2332

3.274

* Proposal by the Board of Directors
**) Of the 1013l amount of shares for public tading
***} Excluding own shares held by the parent comparty and shares administered by a partnership

Formulas for calculation of share-related indicators are on page 116.
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Shares and Shareholders

Metso's biggest shareholders on December 31, 2006

Number of shares % of share capital

and votes and voting rights

1 State of Finland 15,695,287 119
2 |lmarinen Mutual Pension Insurance Company 3,381,385 2.4
3 Varma Mutual Pension Insurance Company 2,746,269 1.9
4 Odin Funds 1,497,913 o 1.0
.Odm ForvaltnmgsAS : e e I . 3 J037... 7. b o 02
Odin Norden |l ' ) 61,476 )

_ 5 OPFunds , R R 947655 .97
OP-Delta Fund S © ez 08

" opnlend o Fary . e 6049? e | | o
op-Forefund i ) 27,400 oo
OP-Sustainability Fund S o 25000 © 00

6 Svenska litteratursillskapet i Finland r.f, 922,000 0.7
7 The State Pension Fund 820,000 0.6
8 SampoFunds ) e Jressn 98
. Sampo Finnish Elq{my Fund o T S 960 . o 7 o 03
Sampo Finnish Institutional Equity Fund T o o _ 147,711 ' B 0.1
Sampo European Balanced Fund . o ‘ o 116,640 o ‘ ' o
Sampd Pohjoisen Parhaat Fund T ' "5'3,000 S 00

9 Etera Mutual Pension Insurance Company 650,627 0.5
10 Elakg-F_gnnia Mutual Insurance Company o ) 597,765 0.4
10lagest ownergroups intotal o msesae 198
Nominee-registesed shares” o " 96,715,681 T 682
Other shareholders - _— ] o 1e588yg0 A

' Treasury shares held bythe parent company ' _' 60841 o " A
‘ Sharesadmlnlstezed byaparmershlp(MEOWincennveKy} ' 300.000 0.2
Total 141,719,614 100.0

= Balow is a list of flagging notifications for Metso's sharehalders whose holdings have reached or exceeded 5 percent of Metso's voting rights or share capital. The list indicated the
situation at December 31, 2006. An up-to-date list of all flagging notifications made can be found at www.metso.com/investons.
JP Morgan Chase & Co. announced that the funds they managed hekd 7,348.896 Metso shares on November 29, 2006 corresponging to 519 percent of the paid up share capital of
Metso Corparation.
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Shares and Shareholders

Changes in number of shares and share capital, July 1, 1999-December 31, 2006

Change in number Share capital, Change in
Number of shares of shares EUR  share capital, EUR
1999 July 1, 1599, Metsa Corporation. 135,817,275 22842825860
Share capital FIM 1,358,172 750.00
2000 April 25, 2000 Conwersion of share capital into euras. 135317275 (500,000) 230,039,367.50 1,611,108.50

In addition to a transfer from the share premium
reserve, treasury shares were declared void

New shares subscribed with the Metso 1994 options, 135,457,275 140,000 230,277,367.50 238,000.00
which were transferred from Valmet Corporation

2001 New shares subscribed with the Metso 1994 options, 136,250,545 793,270 231,625,926.50 1,348,559.00
which were transferred from Valmet Corporation

2005  New shares subscribed with the Metso 2000A/B and 141,654,614 5,404,069 240,812,843.80 9,186,917.30
2001 A/B options

2006  New shares subscribed with the Metso 2003A options 141,719614 65,000 240,923,343 80 110,500.00

Breakdown of share ownership on December 31, 2006

Number of Number of % of Total number % of share capital
shares shareholders shareholders  of shares and votes and voting rights
L0 e s . L. aeeon 04
J0120000 e e o 1002450 343901 24
10110000 e e : 6 L A28037 30
10ga1-100000 _.5g05108 38
Over 100,000 ‘ 31,404,845 a2
22,270 999 44,631,912 315
Treasury shares held by the parent company L . LI 11
Shares adminisiered by a partnersh D (MEOTV In 80 300000 02
On shared accou 11,180 OO
Total 22,286 100.0 141,719,614 100.0
Beldom lydecdhddresgry | American depository shares
onDacemben s 12006)
pateal {(Each ADS represents one share) 2005 2006
s o

Finnish Highest ADS price, USD 28.44
U fighest S e e
cor(;lpanies Lowest ADS price, USD 14.70
"] foundations|  ADS price, Dec. 31, USD 2733

{2005 14.5%)

Nominee-registered
and non-Finnish
holders 69.4% (2005: 68.7%)

& Additional information available at
www.metso.com/investors
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Auditor’s Report

Auditor’s Report

To the shareholders of Metso Corporation

We have audited the accounting records, the report of the
Board of Directors, the financial statements and the admin-
istration of Metsc Corporation for the period January 1-
December 31, 2006. The Board of Directors and the President
and CEQ have prepared the consolidated financial state-
ments, prepared in accordance with Internaticnal Financial
Reporting Standards as adopted by the EU, as well as the
report of the Board of Directors and the parent company’s
financial statements, prepared in accordance with prevailing
regulations in Finland, containing the parent company’s
balance sheet, income statement, cash flow statement and
nates to the financial statements. Based on our audii, we
express an opinion on the consclidated financial statements,
as well as on the report of the Board of Directors, the parent
company's financial statements and the administration.

We conducted our audit in accordance with Finnish Stan-
dards on Auditing. Those standards require that we perform
the audit 1o obtain reasonable assurance about whether the
report of the Board of Directors and the financial statements
are free of material misstatement. An audit includes exam-
ining on a test basis evidence supporting the amounts and
disclosures in the report of the Board of Directors and in
the financial statements, assessing the acceunting principles
used and significant estimates made by the managernent, as
well as evaluating the overall financial statement presenta-
tion. The purpose of our audit of the administration is to
examine whether the members of the Board of Directors
and the President and CEQ of the parent company have
complied with the rules of the Companies’Act.

Helsinki, February 23, 2007

PricewaterhouseCoopers Oy
Authorised Public Accountants

Johan Kronberg
Authorised Public Accountant
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Consolidated financial statements

in our opinion the consolidated financial statements,
prepared in accordance with International Financial
Reporting Standards as adopted by the EU, give a true and
fair view, as defined in those standards and in the Finnish
Accounting Act, of the consolidated results of operations as
well as of the financial position.

Parent company's financial statements, report
of the Board of Directors and administration

In our opinion the parent company’s financial statements
have been prepared in accordance with the Finnish
Accounting Aci and other applicable Finnish rules and regu-
lations. The parent company’s financial statements give a
true and fair view of the parent company’s result of opera-
tions and of the financial position.

in our opinion the report of the Board of Directors has
been prepared in accordance with the Finnish Accounting
Act and other applicable Finnish rules and regulations.
The report of the Board of Directors is consistent with the
consolidated financial statements and the parent company’s
financial statements and gives a true and fair view, as defined
in the Finnish Accounting Act, of the result of operations and
of the financial position.

The consolidated financial statements and the parent
company’s financial statements can be adopted and the
members of the Board of Directors and the President and
CEO of the parent company can be discharged from liability
for the period audited by us. The proposal by the Board of
Directors regarding the dispasal of distributable funds is in
compliance with the Companies’ Act.




Quarterly Information

Quarterly Information

Consolidated staterments of income

EUR million i-3/05 4-6/05 7-9/0510-12/05 2005 1-3/06 4-6/06 7-9/06 10-12/06

2006

Tlese) (748)  (/67) (939 (3110) (778  ®45)  (857) (1.179)

894 1028 10 L4 421 | 078 NI70. 68 1ass

3935
(3,659)

80w 315

Share in profits and losses of associated
companies ! ¢ 0 0 1. 0 0 B S S

ISR L

e @)
® o 6

1.236

_(846)

6

Financial income and expenses,net  (10) (4 (@ (100 @3) @ (1 GO @

457

92%

_36)

Profit on continuing operationsbeforetax 45 69 8 92 292 88 106 110 117

Income taxes on continuing operations R A T v e N e T o R L v S

421

a1

Profit {loss) on continuing operatiors .34 .58 8. . ..8 220 &AL BB

Profit (1055) 6 dISCONTIGEd GpeTations, " i s
net of taxes i 16 - - 17 - - - -

ano

Profit (loss) 35 69 65 68 237 67 137 84 122

410

Profi (los) attrioutable to minorityinterests 0 0 0 0 1 0 0 1 0
Profit (loss) attributable to equity shareholders 35 69 65 68 236 67 137 83 122

409

Profit (loss) 35 69 65 68 237 67 137 84 122

410

03 0¥ 047 047 157 047 097 059 085
L0260y 047 047 157 047 097 059 08

.. Diluted EUR

Earnings per share from discontinued operations .

ing and discontinuedoperations ...
.26 049 047 047 169 047 097 059 086
026 049 047 047 169 047 097 059 086

Earnings per share from continu

CDiedEUR
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289
289

280
2.89
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Quarterly Information

Consolidated balance sheets

Mar3l, June30  Sep30, Dec31l, Mar3l, June30  Sep30, Dec3l,
EUR million 2005 2005 2005 2005 2006 2006 2006 2006

Non-current assets e e
_ In(anglble assets o 583 586 592

 Property, plantandequipment 590 sg4 583 581

Financial and other assets 214 262 224
Total non-currentassets 1387 1432 1399

s s 606 104
S0 566 59
274 333 284
DAk agn e T,

Current assets

entores 81 8 888 93 10w ¥ 112
. Rece"“b'es o2 1086 1018 1,242 1183 1228 1176 1330,

Cash and (ash equwalents 468 374 340 323 494 332 493 353
Totalcurrentassets 2,193 2,328 2,386 2,453 2620 264% 2804 2,995

Assé[g el for.;;ié e e 107 e - ce e
Total assets 3,687 3,760 3,785 3,904 4,060 4,132 4,286 4,958

Share capital___ T " T 1 WU .. RN 0 SN
_Othershaeholdersequty 7% B89 971 1044 1112 1039
Mmomy interests 5 6 6 7 0
Total equity o ‘ 1034 1136 1218 1,292 1359 1286 1,368 1,474

281
1227

Liabilities
Non -cusren i

loso Toes 961 79 7070 874
...... T T sz Tess 1606 1802 1902 2056 2128 2610

Liabilities held for sa!e 31 - - - - - - -
Totalliabilities 2653 2624 2567 2701 2846 2918 3,484

Cunem liabi mes

Total shareholders’ equity and liabilities 3.687 3,760 3.785 3,904 4,060 4,132 4,286 4,958

Net |nterest bearlng |Iabl|ltll

tong-term interest bearing debt o8z 747 Ja8

Short-term interest bearing Ueb“.. : S T - - .
Cashand cashequivelents  —~ 468) (/4 G40
Other interest bearing assets (33) (119 (135)
Total 374 203 307

Equity toassetsratio, % 343 363

Gearing, % o
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Net sales by Business Area

Quarterly Information

FUR miillion 1-3/05 4-6/05 7-9/05 10-12/05 2005  1-3/06 4-6/06  7-9/06 10-12/06 2006
Metso Paper S 386_ } 410 ) 396 ~ 510 1,702 330 _ _f1_33 446 678 1,947
Metso Minerals = 338 426 454 517 1,735 498 54 58 623 2174
MeisoAutomation 129 144 M8 163 se4 1% 140 M6 193 613
Metsovenwres . .62 7V .....63... . .88 284 78 B4 78 82 . 332
Intra Metso net sales (21) (23) {16) {24} {84} (22} {21) {20) (48} (111)
Metso total 894 1,028 1,045 1,254 4,221 1078 1,170 1,169 1,538 4,955
Operating profit (loss) by Business Area
EUR million 1-3/05  4-6/05  7-9/05 10-12/05 2005  1-3/06 4-6/06  7-9/06 10-12/06 2006
Metso Paper 177 198 257 277 2.9 209 272 322 299 110.2
MetsoMinerals 312 402 536 526 1776 599 708 759 794 2860
Metso Automation 136 179 258 234 807 153 196 200 318 867
MetsoVentures (12} 78 (0% 47 108 57 25 09 (58 17
Coiporate Office and other 04y @) 69 (2500 64 (37 68 (105 (27.4)
Metso total 833 955 1015 335.0 954 1164 1204 1250 457.2
Orders received by Business Area
EUR million 1-3/05 4-6/05  7-9/05 10-12/05 2005 1-3/06 4-6/06  7-9/06 10-12/06 2006
564 322 753 1,993 496 527 472 644 2,139
VersaMinersl 805 458 405 568 1936 681 620 632 697 2630
MesoAwomation . 145 45 140 150 580 191 18l 83 162 717
MessoVentures o 01 57 66 W00 324 03 84 62 8 332
Intra Metso orders received (16) (21} (17) (34} (88) (34) (22} (28) (29) [113)
Metso total 1,089 1,203 216 1,537 4,745 1,437 1,360 1,321 1,557 5,705
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Quarterly Information

Order backlog by Business Area

Mar 31, June30, Sep30, Dec31, Mar3l, June30, Sep30, Dec3l,
EUR million 2005 2005 2005 2005 2006 2006 2006 2006
Metsc Paper 918 1082

826
o9 191 179 234 2 309 276
MetsoVentures s e w139 1B VS 96
Intra Metso order backlog (40) {(38) (37) {52) (64) 77777777 (73)(54)
Continuing operations 1,919 2157 2,056 2,350 2,692 3,022 3,737
Discontinued operaticns 70 - - - - - - -
Metso total 1,989 2,157 2059 2,350 2,692 2,864 3,022 3,737
Personnel by Business Area
Sep 30, Dec31, Mar31, June30. Sep30, Dec3l,
2005 2005 2008 2006 2006 2006

10,867

Corporate office and Shared services 3010 294 319- 335 ' 329 322
Continuing operations 21,824 22380 21547 22178 22403 23221 23,342 25,678
Discontinued operations 899 - - - - - -
Metso total 22723 22,380 2194 22178 22403 232 23,342 25,678
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Quarterly Information

Quarterly information by new organization structure {January 1, 2007)

Net sales by Business Area

EUR million 1-3/05 4-6/05 7-9/05 10-12/05 2005 1-3/06 4-6/06 7-9/06 10-12/06 2006
MetsoPeper ... LS 443430 5v4 1842 417 460 489 7172092
Metso Minerals L33 Al Ase 523 NTse 50354l 545 6300 2199
Metso Automation 129 44 148 183 584 134 M0 46 193 613
. Valme: Automotive S AU L SO L SO~ 778 2 8109
_ Coporateofficeandother 2 2 2 3 9 3 2 2 3w
Corporateofﬁceand otherstotal 19 2 18 28 86 34 30 24 EY) 119
intra Metso net sales (12) (1 (10) (14} {47) (00 (10) (15) (33) (68)
Metso total 894 1,028 1,045 1,254 4,221 1,078 1170 1,169 1,538 4,955

QOperating profit (loss) by Business Area

EUR million 1-3/05_4-6/05_7-9/05 10-12/05 2005 1-3/06 4-6/06 7-9/06 16-12/06 2006
MetsoPaper ... \77 28 2410 269 sus 215 % 00 32 898
Metso Minerals 317 405 543 529 1794 602 716 759 900 2977

B8 234 807 153 196 200 318 867

 Valmet Automotive e 2 o4 s8 80 50 40 17 10 117
Compoatecficeandother (69 09 Q1 ¢S (260 (66 (69 (2 (10  (287)
Corporateofﬁceandotherstolal {8.3) 2.1 8.7) (1.7} (16.6) (1.6) 0.1 (5.5) (100) (17.0)
Metso total 547 833 955 1015 3350 954 1164 1204 1250 457.2
Orders received by Business Area
EUR million 1-3/05 4-6/05 7-9/05 10-12/05 2005 1-3/056 4-6/06 7-9/06 10-12/06 2006
MetsoPaper ... f2 582 355 807 2164 544 564 491 677 2276
513 466 41 573 1963 686 628 636 705 2,655
Mewosuomation 145 14 40150 s8I 181 s 1 717
Valme(Automotlve ____________ 7 19 16 2% 78 3 7. 28 22 28 109
Coppmeatcen R R T S S
Comorate offceandotherstol 20 22 1830 S0 3 3 28 » 1
Intra Metso orders received © (2 @ @3 s an 04 an as)  (67)
Metso total 1089 1203 916 1537 4745 1437 1390 1321 1557 5,705

Metso 2006 131




Quarterly Information

Order backlog by Business Area
Mar31, June30, Sep3D, Dec31, Mar3!, June30, Sep30, Dec31,

EUR million 2005 2005 2005 2005 2006 2006 2006 2006
MetsoPaper _ 991 K14 1070 1,335 1450 1540 1547 2,225
Metso Minerals o L 846 824 874 043 1000 1,213 1,277
Metsa Automation . o194 199 19] 179 234 272 309 276
. Velmet Automotive S S U SRR
_ Coporateofficeandother 3 3 3.4 33 7 0
Corperate office and athers total ) o 3 3 3 4 3 3 7 0
Intra Metso order backlog (30 (31) (29) (42) (47) (52) (54 {41)
Continuing operations 1,919 2,157 2056 2,350 2,692 2,864 3,022 3,737
Ciscontinued operations 70 - - - - - - -
Metso total 1,989 2,157 2,059 2,350 2692 2,864 3,022 3,737

Personnel by Business Area

Mar31, June30, Sep30, Dec31, Mar3il, June30, 5Sep30, Dec31,
2005 2005 2005 2005 2006 2006 2006 2006

MetsoPaper e ) 9070 9267 8935 8852 8902 9328 9445 11,538
MeisoMinerals ...B3%a  B6le 8642 B7BS 8514 8124 9138 9433
Metso Automnation 3338 L3315 3352
. Coporateofficeandother 306 310 311 304 L3 I 2 ]
Corporate office and others total 1,104 1,161 1,158 1,372 1417 1,428 1,424 1,335
Continuing operations 21,824 22380 2194) 22,178 22403 23221 23342 25,678
Discontinued operations 899 - - - - - - -
Metso total 22723 22380 21,941 22378 22403 23221 23342 25,678
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Metso’s general
governance principles

The duties of Metso Corporation and its subsidiaries’ bodies
are determined by Finnish law and by Metso's corporate
governance principles.

Metso follows the guidelines issued by the Helsinki
Stock Exchange, the Finnish Central Chamber of Commerce
and the Confederation of Finnish Industry and Employers
relating to the governance of publicly quoted companies
with the exception that Metso does not have a nomina-
tion committee established by the Board of Directors, but
one established by shareholders at Metso’s Annual General
Meeting. Metso also complies with the guidelines for insiders
published by the Helsinki Stock Exchange.

In addition to being listed on the Helsinki Stock Exchange,
Metsa is also listed on the New York Stock Exchange and is an
SEC-registered (Securities Exchange Commission) company.

Corporate governance principles

The company follows the requirements of the NYSE and U.S.
securities market legislation concerning foreign private
issuers, when these do not conflict with Finnish law.

The Annual General Meeting {AGM) is the supreme
decision-making body of Metso Corporation and it meets at
least once a year. The AGM dacides on the matters stipulated
in the Companies Act such as the acceptance of the finan-
cial statements and the proposed dividend, the release
from liability of members of the Board of Directors and the
President and CEQ. The AGM alsc elects the members of
the Board of Directors and the Auditors, and decides on the
compensation paid to them,

The Beard of Directors (Board) and the President and Chief
Executive Officer (CEO) are responsible for the manage-
ment of Metso. Other executives have an assisting and
supperting role. The Board ensures good corporate gover-
nance principles within Metso.

«The Board ensures good corporate governance principles within Metso. »
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Corporate governance

Board of Directors

The Board supervises the operations and management of
Metso and decides on significant matters relating to our
strategy, investments, organization and finance, The main
duties of the Board are:

&> To approve the long-term goals and strategy.

P> To approve the annual business and other major action
plans.

B> To approve the organizational structure and the main
principles for the incentive systems, and to nominate the
President and CEQ, the Presidents of the Business Areas
and the members of the Metso Executive Team.

> To approve Metso’s corporate policies, such as corpo-
rate governance, risk management, financial control,
financing, internal audit, information security, corporate
communications and human resources, and to approve
Metso's ethical principles, values and environmental prin-
ciples.

> To decide on which matters the Board will delegate to
the President and CEQ for decision.

& To ensure that the supervision of accounting and finan-
cial matters is properly organized, and to ensure proper
preparation of the interim and annual financial state-
ments.

B To ensure the adequacy of planning, information and
control systems for monitoring the bookkeeping and
financial matters and for risk management.

&> Tomonitor and evaluate the performance of the President
and CEQ and to decide upon his remuneration and
benehts.

b To make proposals for and convene the Annual General
Meeting.

I> To decide upon other matters that are not part of the
day-to-day operations or that are of major importance,
such as major investmeants, acquisitions and divestitures,
and major joint ventures and loan agreements. The
Board also decides upan guarantees granted by Metso
Corporation,

> To decide upon other matters in accordance with the
provisions in the Finnish Cempanies Act.

The committees of the Board of Directors

Our Board has two permanent committees: an Audit
Committee and a Compensation Committee. The Board
supervises the activities of these committees.

The Audit Committee consists of the committee's
chairman and a minimum of two members, ali of whom
are elected by the Board from among its independent
mermbers.

The duties of the Audit Committee include a review of our
financial reporting by assessing Metso's draft inancial state-
ments, draft interim reports, accounting policies, significant
or exceptional business fransacticns and rmanagement’s
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estimates. The Audit Commitiee assesses compliance
with laws and provisions and with internal instructions. It
assesses the adequacy of internal control and risk manage-
ment, approves the internal audit plan and follows up
on internal audit reporting. The Audit Committee is also
respansitle for matiers related to preparing for the election
of auditors, assessing and supervision of the audit plan and
costs, assessing and reviewing the auditor’s reports with the
auditors, and assessing the quality and scope of the audit.

The Compensation Committee consists of the committee’s
chairman and a minimum of two members, all of whorm are
elected by the Board from among its members,

The Campensation Committee reviews and monitors the
competitiveness of the remuneration and incentive sysiems
within Metso, prepares proposals to the Beard for manage-
ment incentive systems and remuneraticn and benefits of
the President and CEQ, and decides upon the remuneration
and benefits of the officers reporting to the President and
CEO. The committee may authorize its chairman to decide
upon the remuneration and benefits of these officers.

« See the composition of the Board Committees and
their charters at www.metso.com/investors>governance
>hoard of directors>board committees »




President and CEQ

The Board nominates the Prasident and CEQ, whois in charge
of the management of the Corporation’s businesses in accor-
dance with the Finnish Companies Act and the instructions
given by the Board. The President and CEQ reports to the
Board and keeps the Board sufficiently informed about cur
business environment, such as our customers, cur competi-
tion and our markets, as well as our financial position and
other significant matters. The President and CEO prepares
the matters on the agenda of the Board and its committees
and implements the decisions made by the Beard and its
committees, unless decided otherwise on a case-specific
basis by the Board. The President and CEC guides and
supervises the operations of Metso and its Business Areas.
The President and CEC also acts as Chairman of the Metso
Executive Team and Chairman of the Business Area Boards.

Metso Executive Team

The President and CEC and other members designated by
the Beard constitute Metso's Executive Team. The Metso
Executive Team assists the President and CEQ in the prepara-
tion of matters, such as business plans, strategy, policies and
other matiers of joint impartance within Metso’s Business
Areas and the Corporation. Metso Executive Team meets
when convened by the President and CEQ.

Business Area Presidents

Our Business Area Presidents report to Metso's President
and CEO and keep him sufficiently informed about their
respective Business Area’s operating environment, such as
customers, competition and markets, as well as about the
Business Area’s financial position and development. The
Business Area Presidents are in charge of the operative
management of the Business Areas according 1o Metso's
operating principles and set targets.

Business Area Boards and other Boards

Metso’s President and CEQ, as Chairman, and two to four
other members constitute the Business Area Boards, The
Business Area Boards ascertain that operations in all compa-
nies within the Business Area are managed in accordance
with prevailing laws, regulations and Metsa’s policies. The
specific responsibilities of the Boards of helding and other
similar companies within Metso are defined by Metso's Presi-
dent and CEQ.

Compliance with laws and ethical principles

In our business operations we comply with all applicable
laws and the company’s ethical principles, All of our Business

Corporate governance

Areas comply with our ethical principles and ensure compli-
ance with applicable laws. The task of Metso’s Human
Resources function is 1o train employees and to provide
infarmation about laws and ethical principles. In conjunc-
tion with internal audits, it is also ensured that employees
are familiar with and comply with the |aws, regulations and
principles relating 1o their own work.

Nomination Committee

The Nomination Commitiee established by Metso’s Annual
General Meeting on April 4, 2006 prepared the proposals
on the composition of the Board and the Board of Directors’
rernuneration for the next General Mesting.

The right to appeoint Commiitee members was held by
the four shareholders who on Novermnber 1, 2006 held the
most votes in Metso. The Chairman of the Board acted as
the expert memker for the Nomination Committee. If a
shareholder chose not to exercise his right to appoint, the
right was transferred to the next biggest shareholder. The
Nomination Committee was convened by the Chairman
of the Board of Directors, and the Committee elected
a Chairman from among its members. The Nomination
Cormmittee had to present its proposal 1o the Board no later
than February 1, 2007.

« See the Nomination Committee representatives and
additional information at www.metso.com/investors>
governance>nomination committee »

Auditors

The auditar’s statutory obligation is to audit the company’s
accounting, Board of Directors’ Report, financial statements
and corporate governance for the financial year, The parent
company’s auditer must also audit the consolidated financial
statements and other mutual relationships between Group
companies.

According to the Articles of Association, Metso has no
fewer than one and no more than three auditors. In addition,
the Annual General Meeting may elect no more than two
deputy auditors. The auditor and deputy auditor must be
public accountants or a firm of public accountants certified
by the Central Chamber of Commerce. The Annual General
Meeting elects the auditors for a term of ane year.

Internal Audit

The goal of Metsg’s internal audit is te verify the efficiency
and effectiveness of Metso's operations, the reliability
of financial and operational reporting and compliance
with applicable laws and regulations. it also ensures that

« A comparison of Metso’s corporate governance practices and the requirements
of Section 303A of the NYSE Listing Rules currently applicable to U.S. domestic
companies is available at www.metso.com/investors>governance »
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Metsg's property is managed properly. Internal audit super-
vises all units and operations of Metso.

Internal audit reviews the efficiency and appropriateness
of the policies and procedures in use and examines the func-
tioning of internal control. In addition, internal audit proac-
tively encourages the development of risk management in
Me1sq's various operations.

Internal audit reports to the management of Metso and
the Board's Audit Committee. The head of internal audit
reports administratively to the Executive Vice President
and CFO, but alse has direct reporting respoensibility to
the President and CEC and to the Chairman of the Audit
Committee,

Insiders

Under the Finnish Securities Markets Act, statutory insiders
in Metso Corporation are the Chairman, Vice Chairman and
members of the Board of Directars, the President and CEO
and his deputy, the auditor and his deputy or the principally
responsible auditor of a firm of public accountants. In addi-
tion, Metso's statutory insiders include the members of the
Executive Team. The Metso securities owned by statutory
insiders and pecple in their immediate circle is public infor-
mation. Metso also has other permanent insiders and project-
specific insiders whose securities ownership is not public.
Metso complies with the Helsinki Stock Exchange’s Guide-
lines for Insiders that entered into force on January 1, 2006.
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The guidelines recommend that insiders trade in the compa-

ny’s securities only when the markets have as complete infor-
mation as passible on issues influencing the value of the
securities. Metso's permanent insiders are not permitted to
trade in the company’s issued securities during the 21 days
immediately pricr to the publication of the company’s
interim reviews cr financial statements release.

Metso Corporation’s registers of permanent insiders are
maintained by the Corporate Legal Departrment. Metso
updates the register of statutory insiders in the Finnish
Central Securities Depository Ltd's Sire systern, in which
information on the ownership of securities can be obtained
directly from the book-entry system.

« An up-to-date list of the holdings of Metso's statutory
insiders is available at www.metso.com/investors:
governance>insiders 2

Information

Metso has Finnish and English Internet sites at
www.metso.com. In addition to comprehensive investor
information, the sites present the company's corporate
governance system and all other information published
pursuant 1o the disclosure obligations of listed companies.




Corporate governance in 2006

Annual General Meeting

Metso’s Annual General Meeting was held in Helsinki,
Finland on April 4, 2006.

Nomination Committee

The Annual General Meeting established a Nomina-
tion Committee to prepare proposals concerning Board
members and Board remuneration for the next Annual
General Meeting. In November 2006, the composition of
the Nemination Committee was: Markku Tapio (Chairman
of the Nomination Committee), Director General, State
Shareholdings unit {State of Finland); Harri Sailas, Deputy
CEC (limarinen Mutual Pension Insurance Companyy); Mikko
Koivusalo, Director, Investments (Varma Mutual Pension
Insurance Company); and Henry Wiklund, Managing
Director (Svenska litteratursallskapet i Finland rf). Matti
Kavetvuo, Chairman of Metso's Board of Directors, is the
Committee’s expert member, The Nomination Committee
presented its proposal on January 22, 2c07.

Corporate governance

Sarbanes-Oxley Act (SOX 404) and evaluated the calcula-
tions related to the impairment testing of Metso's good-
will.

Compensation Committee

As of April 4, 2006, the Compensation Commitiee consisted
of Matti Kavetvuo (Chairman), Christer Gardell, Yrjo Neuvo
and Jaakko Rauramoe. In 2006 the Compensation Committee
met four times, and its main tasks were the development
of management compensation and incentives and Metso's
2006-2008 share ownership plan.

Board of Directors and Board Committees

The Annual General Meeting elected seven members 1o
Metso's Board of Directors. Matti Kavetvuo was re-elected
as Chairman and Jaakko Rauramo as Vice Chairman.
Christer Gardell and Yrjo Neuvo were elected as new Board
members. The Board members re-elected were Svante
Adde, Maija-Liisa Friman and Satu Huber.

Pursuant to the Finnish Act on Personnel Representation
in the Administration of Undertakings, a personnel repre-
sentative participates in the meetings of Metso's Board of
Directors as an invited expert. However, this representative
is not entitled to vote and cannot be held legally respon-
sible for any decisions made by the Board. The perscnnel
representative is elected by Metso's personnel groups,
and his term of office is the same as the Board members’
term. In 20086, Jukka Leppanen participated in the work of
Metso's Board as the personnel representative.

In 2006 the Board met 16 iimes. The average attendance
at the meetings was 98.2 percent. In Octcber 2006 the
Board carried out a self-assessment of its performance,

Audit Committee

As of April 4, 2006, the Board's Audit Committee consisted
of Maija-Liisa Friman (Chairman), Svante Adde and Satu
Huber. The Board cf Directors assigned Svante Adde as the
financial expert of the Audit Committee.

In 2006 the Audit Committee met six times. In addi-
tion to its requlatory tasks, among other things, the Audit
Committee monitored the progress of the reporting of
internal controls in accordance with paragraph 404 of the

Metso Executive Team

Our organization, Executive Team and the areas of respon-
sibility of its members were changed on August 1, 2006,

Risto Hautamaki continued as President of Metso Paper.
Bertel Langenskidld, previcusly President of Metso Minerals,
was appointed 1o head the integration of the Fiber busi-
ness line and the Pulping and Power businesses. As of April
1,2007, Langenskidld will become President of Metso Paper.
Risto Hautamaki will retire at the beginning of 2008. As of
April 2007 he will be responsible for key account projects
in the pulp and paper industry.

Matti Kahksnen was appointed President of Metso
Minerals, He was previously President of Metso Automa-
tion.

Pasi Laine was appointed President of Metso Automa-
tion. He was previously President of Metso Automation's
Field Systerns Business Line.

The Metsc Ventures Business Area was dismaniled on
January 1, 2007, and the President of Metso Ventures, Vesa
Kainuy, retired on February 28, 2007.

Jorma Eloranta, Metso’s President and CEQ, and Olli
Vaartimo, Metso's Executive Vice President and CFO,
continued in their areas of responsibility. tn addition to them,
Matti K&hkdnen, Pasi Laine and Bertel Langenskidld are the
memibers of the Executive Team since April 1, 2007.

Metso Executive Team activities in 2006

In 2006 our Executive Team met 14 times.

During 2006 the main task of the Executive Team was
the implementation of our profitable growth strategy and
the compilation of a proposal for the Board on the compa-
ny's new financial targets. Qur business results, market
situation, biggest acquisitions, management processes,
development of our human rescurces, compensation
systems and the SOX 404 project were also among the
matters reviewed by the Executive Team. Other impor-
tant matters dealt with during the year were related to
monitoring the development of the Business Areas’ joint
IT administration and business infrastructure projects and
back office operations.
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Corporate governance

L

The Sarbanes-Oxley Act and
fulfilling SOX 404 regulations

The U.S. Sarbanes-Oxley Act (SOX) contains several control
and governance systems and their control-related regula-
tions, which affect all publicly listed companies in the USA.

In order to fulfill the SOX 404 requlations, we have been
developing our internal governance and control processes
for the past two years, Under the supervision of Metso's
Intermal Audit, 35 our most significant units were audited
during 2006. The auditing consisted of assessment and
auditing processes of internal control procedures and
assessment of the ceniral administrative functions. During
testing, corrective and supplemental measures were made
to the processes.

During 2006 our external auditor Pricewaterhouse-
Coopers also made its own independent assessment of
the internal control of our financial reporting. Our manage-
ment has provided their assessment of the effectiveness
of internal control of our financial reporting, as required by
SOX a04. The auditors’and management’s statements are
included in the Form 20-f Report published in March.

Reporting suspected financial misconduct

In compliance with the regulations of SOX, we have a
confidential channel maintained by an external party for
the reporting of suspecied financial misconduct. During
2006 a few alerts were received via the channel, but, upon
more careful investigation, none of them was classifiable
as financial misconduct. A few cases of misconduct were
revealed through direct contacts and in conjunction with
internal audits, These cases were referred to the Board's
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Audit Committee for handling, in line with our guidelings
on reperting misconduct. The cases of misconduct did
not have a significant impact on the financial results we
reported.

To support our ethical principles and our values, in 2006
we implemented organization-wide training on these
LOpICs.

Auditors

Qur auditor since 1969 has been PricewaterhouseCoopers,
Authorized Public Accountants, The chart below shows the
fees paid to PricewaterhouseCoopers in 2005-2006.

| e e, VR G EoosIE008)
TaxSEIVES e 2
Other audit-related services 13 1.7
Total 6.3 8.6

Insider guidelines

Melso's revised insider guidelines became effective on
January 1, 2006.

Board remuneration

According to a decision of the Annual General Meeting
on April 4, 2006, the annual fees were as follows: Chairman
of the Board EUR 80,000, Vice Chairman of the Board and
Chairman of the Audit Committee EUR 50,000, and other
Board members EUR 40.000. In addition, a fee of EUR so0
per meeting is paid to all members for meetings of the
Board and its Committees they attend. Compensation for
travel expenses and daily allowances is paid in accordance
with our general travel policy. The chart below presents the
remuneration paid to the Board of Directors in 2005-2006.

B e mune etio e Rithouzand

Serving board members as of
December31,2006: L ee————

oo IE008)

JaakkoRawiamo L

Svante Adde .

Y6 Neuvo .
Jukka Leppdnen”
Former board members:

Ju_hani Kuusi

Rist .- S
Pentli Makinen " 18 ?
Total 307 393

" Has attended meetings as a parsonnel representative,
no voting rights.




Management remuneration

The salaries of our Executive Team comprise a fixed basic
salary and a bonus based on the financia! result of the
Group and/or of the Business Area in question. The bonus
may also be based on other development objectives.
Metso's Board has approved a share ownership plan for
2006-2008. In 2006 President and CEO Jorma Eloranta
was the only member of Metsgs Executive Team to hold
options.

The retirement age of the most of the members of our
Executive Team is 60 years.

Salaries and bonuses

In 2006 salaries and bonuses totaling EUR 2,160,956 were
paid to the seven members of the Executive Team for the
actual period they were members. In addition, the share
of the performance bonus for 2005 was EUR 928,523 2006
perfermance bonuses to be paid to the current Executive
Team members amount maximum 1o EUR 1,099,491 In
addition, in March 2007, the Executive Team members can
receive a maximum of total 25,955 Metso shares based on
the 2006 share ownership plan. President and CEO Jorma
Eloranta’s salary in 2006 was EUR 486,580. In addition, he
received in 2006 a performance bonus of EUR 236,291 from
200s. The salary increase in 2006 was 5.76%. According
to Jorma FEloranta’s performance bonus agreement, the
maximum amount of his performance bonus is half of
his taxable annual iIncome, and the performance bonus
is tied to Metso's operating profit. In addition to his salary,
he received benefits in the form of a company car and
a telephone. He has alse been granted a total of 100,000
Metso 2003A options. 2c06 performance bonus paid to the
President and CEQ was EUR 249,530, In addition, in March
2007, he can receive a maximum of 5,000 Metso shares
based on the 2006 share ownership plan, According to
his contract, Jorma Eloranta’s retirement age is 60 years,
and his retirernent pension is 60% of his average monthly
salary during the past four or ten earning years, whichever
results in a greater amount. If his cantract is terminated,
he is entitled to compensation equivalent to 24 moenths’
salary.

More detailed information about President and CEC
and management remuneration is presented in Note 8 of
the Notes to the Financial Statements.

poWER o™

Corporate governance

Share ownership plan

We have a share ownership plan for 2006-2008. The plan is
part of the remuneration and commitment program for the
managernent of Metso and our Business Areas. The plan
incentives are based on the operating profit of Metso and
the Business Areas. The incentive consists of both shares
and cash, with cash dedicated to cover possible taxes and
tax-related payments.

The total maximum of shares to be allocated to the
incentive program is 360,000 Metso Corporation’s shares.
If there is a need to deviate from the total maximum due to
a significant corporate acquisition or for any other reason,
a Board resolution about a new, separate share ownership
plan is required.

The 2006 share ownership plan covers a total of 61 of
our managers, and our entire Metso Executive Team is
included in the sphere of the plan. A maximum of 100,60
shares, or about 0.07 percent of all company shares, will be
distributed by the end of March 2007 The Metso Execu-
tive Team’s share of this is a maximum of 25,955 shares. If
the average valug of Metso's share during the first two
full weeks of March 2007 exceeds EUR 38, the number of
grantable shares for the 2006 plan will be decreased by a
corresponding ratio.

The 2007 share ownership plan covers a total of 84 of
our managers. Qur entire Metso Executive Team is included
in the sphere of the plan. The plan covers a maxirmum total
of 128,500 shares, The Metso Executive Tearn's share of this
total is a maximum of 26,5¢0 shares. If the value of Metsc’s
share, determined as the average price of Metso’s share
during the first two full weeks of March 2008, exceeds EUR
48, the number of grantable shares for the 2007 plan will be
decreased by a corresponding ratio. Payment of the poten-
tial rewards will be decided during the first quarter of 2008.

The 2008 share ownership plan: The maximurm number
of shares to be allocated for the 2008 earnings period as
well as the share value Iimit will be decided by Metso's
Board of Directors in the beginning of 2008,

Options programs
Metso currently has one options program: the 2003 options
program, The options give the right to subscribe to a
maximum of 235,000 new shares. Of these, Metsos Board
of Directors has reserved 200,000 options, and President
and CEO Jorma Eloranta had 35,000 2003A options on
December 31, 2006. In 2006 Eloranta sold 50,000 2003A
options and subscribed Metso shares with 15,000 options.

More detailed information about our options program
and share ownership plan is presented in the Shares and
shareholders section of the Financial Statements, on
page 120.

On Decernber 31, 2006, no members of the Executive
Tearn or of the Board of Directors had any outstanding
loans from the Corporation or its subsidiaries.
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Board of Directors

Board of Directors

Matti Kavetvuo, born 1544

Metso Board member and Chairman of the Board since 2003 Chairman of Metso's Compensa-
tion Committee and expert member of the Nomination Committee. Independent Board member.
Finnish citizen M.Sc_in Engineering and M.5C. in EConomics.

Metso shares Dec. 31, 2006 —

Matti Kavetvuo was President and CEO of Pohjola Insurance Group until zoos, when he retired.
Previously, he was President and CEO of Valio Lid. in 19921999, and President and CEO of Orion
Corporation in 1985-1991. Kavetvuo was employed by [nstrumentarium Corporation in 1971-1984,
serving as President in 1979-1984.

Chairman of the Board Orion Corporation

Board member Alma Media Corporation, KCI Konecranes International Flg, Marimekko
Corporation

Jaakko Rauramo, born 1941

Metso Board member since 199g. Vice Chairman of the Board since 2004. Member of Metso's
Compensation Committee. Independent Board member, Finnish citizen. MSc. in Engineering.
Honorary Doctorate in Engineering, Helsinki University of Technology, 2005.

Metso shares Dec. 31, 2006 4,205

Jaakko Rauramo was President and CEO of SanomawSOY in 1999—-2001 and President of Sanoma
Corporation in 1984-199%.

Chairman of the Board SanomaWsCyY Corporation,

Board member The Foundation of the Confederation of Finnish Industry and Employers, Stiftelsen
Svenska Dagbladet, Revters Founders' Share Company Limited, Helsingin Sanomat Foundation, Jane
and Aatos Frkko Foundation, The Scandinavian International Management Institute Foundation.

Chairman National Board of Economic Defense,

Delegation member The Research Institute of the Finnish Econormy (ETLA}, Finnish Business and
Palicy Forum (EVA), The Helsinki Region Charmber of Commerce, The Central Chamber of Commerce,
The Honorary Delegation of Student’s Union of the Helsinki University of Techonology.

Svante Adde, bom e

Metso Board member since 2005. Member and financial expert of Metso's Audit Committee. Inde-
pendent Board member. Swedish citizen. B Sc. in Ecenomics and Business Administration. Managing
Director, Compass Acdvisers, London.

Metsa shares Dec. 31, 2006 -

Svante Adde has been Managing Director of the London office at Compass Advisers, since May 2005.
Previousty, he warked as CFQ of Ahlstom Corparation in Helsinki, 2003-2005, and as Managing
Director and Head of Nordic Corporate Finance at Lazard, a global investment bank. Before Lazard,
Adde worked at Citigroup. He has lived in London since 1983.

Board member KCI Konecranes International Plc, Brammer Ple, MeeToo Ab.

Maija-Liisa Friman, born 1952

Metso Board member since zeo3. Chairman of Metso’s Audit Committee

independent Board member, Finnish citizen. M. ¢, in Engineering. President and CEQ, Aspocomp
Group Oyj.

Metso shares Dec. 31, 2006 1,500

Maija-Liisa Friman has been President and CEQ of Aspocomp Group Oy since April 2004, Prior
1o that she was Managing Director of Vattenfall Oy in 2000-2004 and President of Gyprac Qy in
1993-2000.

Board member Sponda Pic, The Finnish Medical Foundation.
Member of Supervisory Board limarinen Mutual Pension Insurance Compary.
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Christer Gardell, born 1wso

Metso Board member since 2006. Member of Metso's Compensation Committee. Independant
Board member. Swedish citizen. MBA. Founder and Managing Pariner, Cevian Capital.

Metso shares Dec. 31, 2006 -

Gardell founded Cevian Capital, a Swedish asset management company, in 2002 and has since
worked as Managing Partner in the company. In 1996-2002 he was CEQ of AB Custos. Previously he
was Partner at Nordic Capital and McKinsey & Company. Gardel! lives in Stockholm, Sweden.

Board member Ab Lindex.

Satu Huber, born 1958

Metso Board member since 2004. Member of Metsc's Audit Committee.

Independent Board member. Finnish citizen. M5S¢. in Economics and Business Administration.
Managing Director, Federation of Finnish Financial Services.

Metso shares Dec. 31, 2006 500

Satu Huber has been Managing Director of the Federation of Finnish Financial Services since 2007.
In1997-2006, she was Directar of Finance and Head of the Finance Division of the State Treasury. In
1995-1997 she was First Vice President in Merita Investment Banking, her most resent responsibilities
being Scandinavian maoney and bond markets and Global Sales. Prior to that, she was Vice President
of Treasury Sales in the Union Bank of Finland in 1992-1995.

Board member Ekonomiska Samfundet i Finland «f, Finnair Plc.

Yrjo Neuvo, born 1943

Metso Board member since 2006. Member of Metso’s Compensation Committee. Independent
Board member. Finnish citizen. Professor, Ph.D. (EE).

Metsa shares Dec, 31, 2006 3.400

¥Yrj6 Neuvo was Chief Technology Officer and a member of the Growp Executive Board in Nokia
in 1993-2005. He retired from Nokia on January 1, 2006. Before joining Nokia, he was Professor at
Tampere University of Technology, National Research Professor at the Academy of Finland and a
visiting professor at Santa Barbara University in California, USA. Neuvo has published more than
4c0 technical articles. He lives in Espoo, Finland.

Chairman of the Beard Foundation of Technology.
Board member Vaisala Group.

Jukka Leppénen, bom 1gag

Jukka Leppdnen participates in the meetings of Metso's Board of Directors as an invited expert,

and his term of office is the same as the Board members'term_ Finnish citizen. Employee of Metso
since 1976, Testing Engineer,

Metso shares Dec. 31, 2006 520

Jukka Leppanen woiks as a Testing Engineer of Metso Automation’s metsoDNA Control System
inTampere, Finland. He is the shop steward for senior clerical ernployees and an industriat safety
delegate.

Metsa's definition of Board members’independence complies with the guidelines of the Helsinki
Stack Exchange, the Central Chamber of Commerce and the Confederation of Finnish Industry
and Employers on the governance of publicly listed companies. The definition of independence
also complies with the regulations of the New York Stock Exchange and the Sarbanes-Oxley Act
concerning foreign companies.

Board of Directors

The Board members'updated holdings of Metso shares and options are presented at www.metso.com/investors > Governance > Insiders
The positions of trust of the Board members are at December 31, 2006. Current information and more detailed CVs are presented at

www.melso.com/about us > Management > Board of Directors.
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Executive Team

Executive Team

Jorma Eloranta, born 1gst

President and CEQ.

Chairman of the Executive Team. Finnish citizen, M.Sc. in Engineering. Joined the company in
2004,

Metso shares Dec. 31, 2006 8300

Metso’s 20034 options Dec. 31, 2006 35,000

Jorma Eloranta has been President and CEQ of Metso since March, 2004, He was Presidentand CEQ
of Kvaerner Masa-Yards Inc. in 2001-2004. Previously, he was President and CEQ of Patria Industries
Group in 1997-2001, Deputy Chief Executive of Finvest Group and Jaakko Poyry Greup in 1996-1997,
and President of Finvest Ltd in 1985-1655.

Chairman of the Board Oy Center-Inn Ab.

Board member Upcnor Corporation, Research Foundation of Helsinki University of Technology.
Technology Industries of Finland.

Member of Supervisory Board Imarinen Mutual Pension Insurance Company.

Olli Vaartimo, born 1950
Exegutive Vice President and CFO. Deputy to the President and CEC.

vice Chairman of the Executive Team. Member of the Executive Team since 1999. Finnish citizen.
M.Sc.in Economics and Business Administration. Joined the company in 1974.

Metso shares Dec. 31, 2006 1,144

Clii Vaartimo has been Executive Vice President and CFO since 2003. He was President and CEQ of
Metso and Chairman of Metso's Business Area Boards from Seplember 2003 10 March 2004, afier
which he returned to his duties as Metso's Executive Vice President and CFO and Deputy to the
President. In 1999-2003 Vaartimo was President of Metse Minerals and in 1993-1995 President of
Nordberg in the Rauma Corporation. In 1991-1998 he was also Executive Vice President of Rauma
Corporation.

Risto Hautamaiki, born 1945

President, Metso Paper. As of April 1, 2007 responsible for key account projectsin the pulp and paper
industry; will retire at the beginning of 2008.

Member of the Executive Team since 200s. Finnish citizen. M.5c. in Engineering, Joined the company
in 2005.

Metso shares Dec. 31, 2006 2,000

Risto Hautamdki has been President of Metso Paper since April 1, 2005. Previously, he was President
and CEQ of Tamfelt Corporation in 1965-2005. In 1990-1594 he was President and CEO of valmet
Paper Machinery Inc. and Executive Vice President and Chief Cperating Officer in 1989-1990. Hauta-
miki was a member of Metso's Board of Directors and Compensation Commiliee in 2004-2005
when he staried in his current position.

Board member Warisild Corporation.

Vesa Kainu, born 147

President, Metso Ventures.

Member of the Executive Team since 2003. Finnish citizen. BSc. in Engineering. Joined the company
nign,

Metso shares Dec. 31, 2006 60

Vesa Kainu has been President of Metso Ventures since 2003, In 2001-2003 he served as Executive
Vice President of Metso Minerals, while in i509-2001 he was President of Metso Paper Service, Prior
10 that, he headed Valmeat's Service Business Line from 1994

Board member Exel Oyj, Tamfelt Oyj Abp, Avantene Oy.
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Matti Kahkénen, born iggs

President, Metso Minerals.

Member of the Executive Team since 2o, Finnish citizen. M. Sc. in Engineering. Joined the company
in1980.

Metso shares Dec. 31, 2006 —

Matti Kéhkonen has been President of Metso Minerals since 2006, He was President of Metso
Automation in z001-2006. Prior to that, Kdhkénen headed the Metso Autornation Field Systems
Business Line in 109g-2001, and served as Division President of Neles Controls in Rauma Corpora-
tion from 1953

Pasi Laine, born 1963

President, Metso Automation.

Member of the Executive Team since 2006. Finnish citizen. M.Sc. in Engineering. Joined the company
n1598.

Metso shares Dec. 31, 2006 -

Pasi Laine has been President of Metso Automation since 2006. Laine was President of Metso
Automation’s Field Systems Business Line in 2003-2006. He was Senior Vice President of Metso
Automation’s Paper and Pulp Automation Solutions Business Unitin 2002-2003 and Vice President of
Process & Energy Business Unitin 1998-2002. In 19961098 he was Managing Director of Elsag Balley
Hartmann & Braun, and prior to that, in1988-1966, he held varicus positions at Valmet Automation
in Finland, Canada, Germany and the UK.

Bertel Langenskidld, bom 1950

Head of the Metso Paper's Fiber Business Line and integration of Pulping and Power units acquired
from Aker Kvaerner; as of April 1, 2007 President of Metso Paper.

Member of the Executive Team since 2003, Finnish citizen. M.5¢. in Engineering. Joined the company
in 2003.

Metso shares Dec. 31, 2006 1,500

Bertel Langenskidld has been heading the Metso Paper's Fiber Business Line since 2006. He is also
responsible for the integration of Aker Kvaerner's Pulping and Power —units since the acquisition
has been closed. Langenskisld will become President of Metsc Paper as of April 1, 2007. Prior to his
current position, he was President of Metso Minerals in 2003-2006. Previously, he was President
and CEQ of Fiskars Corporation in 2001~2003, and President of Tampella Power/Kvaerner Pulping,
Power Division in 1994-2000.

Board member Wartsild Corporatien, Luvata International Oy.

Executive Team

The Executive Team members updated holdings of Metso’s shares and options are presented at www.metso.com/investors > Governance > Insiders.
More detailed CVs of the Executive Team members are presented at www.metso.com/about us > Management > Executive Team.

Corporate Office

President and CEQ - lorma Eloranta

Corporate Communications - Kati Renval}

Human Resources - Taina Sopenlehto

Legal Matters — Aleksanteri Lebedeff

Strategy — Kalle Reponen

Stakeholder Reiations — Jukka Seppéla

Technology, Quality and Environment - Marko Hakovirta

Executive Vice President and CFO - Olli Vaartimo
Finance - Reijo Kostiainen

Infermation Technalogy — Pauli Nuutinen
Internal Audit - Jarmo Kiaridinen

Investor Relations - Johanna Sintonen

Treasury - Pekka Holttd
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Stock exchange releases and announcements in 2006

Stock exchange releases and announcements in 2006

January
Jan2 Change in Deutsche Bank AG's hold-
ings in Metso

Jan 4 )P Morgan Chase &Co’s holdings in
Metso 10 4.76 percent

Jan g Metso to supply Grate Kiln System o
LKAB in Sweden

Jan1o JP Morgan Chase & Co’s holdings in
Metso 1o 5.08 percent

Jan11 Change in Deutsche Bank AG's hold-
ings in Metso

Jan1z Metsoto supply a conveying system
to Dawson mine in Australia

Jan12 Change in Deutsche Bank AG's hold-
ings in Metso

Jan 16 Change in Deutsche Bank AG's hold-
ings in Metso

Jan 26 JP Morgan Chase & Co’s holdings in
Metso 1o 4.98 percent

Jan 31 The Nomination Committee pro-
poses seven members to Metso
Board of Directors

February

Feb8 Metsa's 2006 share ownership plan

covers 55 individuals

Metso's growth continues; The Board

proposes an extra dividend

Metse to acquire Aker Kvaerner's

Pulping and Power business

Metsa to continue as cne entity to

implement the profitable growth

strategy

Notice of Annual General Meeting

Deutsche Bank AG's holdings in

Metso increased to 5.15 percent

Metso acquires paper machine

manufacturerin China

Feb 23 Deutsche Bank AG's holdings
decreased to 4.75 percent

Feb 8
Feb 8

Febg

Feb s
Feb g

Feb 13

March

Mar 15 Metso Annual Report on Form 20-F

Mar 2o Fidelity International Limited s hold-
ing decreased to 4.98%

Mar 22 Metso te supply pulping line to
Bahia Pulp in Brazil

Mar 22 Fidelity International Limited’s hold-
ing in Metso increased to 5.1 per-
cent

Mar 31 Fidelity Imernationai Limited's hold-
ing in Metso decreased to 3.98 per-

cent

April

Apra4 Metso’s Annual General Meeting,
April 4, 2006: Review by President
and CEO Jorma Eloranta

Apra The Annual General Meeting of
Metso Corporation: dividend of EUR
1.40 per share

Apr6& Metsc applies for listing of stock

options 2003A on the main list of
the Helsinki Stock Exchange
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Aprz Standard & Poor's changed the out-
lock to pasitive on Metso's ratings

Apriz Metso supplies equipment to
Pfleiderer’s fiberboard line in
Poland

Apr 25 Fidelity International Limited's hold-
ing in Metso increased to 5.2 per-
cent

Apr 28 Metso Corporation’s Interim Review,
January 1-March 31, 2006: Strong
order backlog and profit perfor-
mance continued in first quarter

Apr28 Metso and Aker Kvaerner sign the
purchase agreement regarding the
Pulping and Power business

May

May 2 Metso repurchases its own shares

May 9 Metso to supply another kraftliner
board machine w© Lee & Man in
China

May 10 Main equipment for Nippon Paper’s
new papermaking line in Japan

May 15 Paper machine delivery to Anhui
Shanying, China

May 30 Fidelity International Limited's hold-
ing in Metso decreased to 4.84 per-
cent

June

Juné (Changes in the Metso Executive
Team

Juny Metso 1o rebuild UPMs paper
machine in Jamsdnkoski, Finland

Jun 1z Metso to supply a fiber line 1o ITC
Bhadrachalam, India

Jun 14 Metso records a EUR s7 million one-
time deferred tax asset in the second
quarter of 2606

Jun 26 Crushing and grinding equipment
to Boddingion Gold Mine

July

Jul26 Metso to supply grinding and ilota-
tion equipment to Gaisky Copper
Mine in Russia

Jul27  Metso's Interim Review, January 1
~ lune 30, 2006: Melsc’s strong per-
formance continues

August

Aug1 )P Morgan Chase & Co's holdings to
5.03 percent in Metso

Aug 10 Metso to supply mining equipment
1o Mt Isa Mine in Australia

Aug 14 Metso's acquisition of Aker Kvaerner's
Pulping and Power businesses into
the second phase in the European
requlatory clearance process

Aug 31 Shanghai-Chenming Paper Machin-
ery ransferred 1o Metso as of August
31, 2006

Aug 31 Metsoto supply new wood handling
and bleaching lines, and a washing

rebuild for Klabin 5.A., Brazit
Aug 31 Metso's financial information in
2007

September

Sep 4 Marathon Asset Management LLP's
holdings in Metso decreased to 3.45
percent

Sep 12 Metso supplies Guangzhou Paper
with large printing paper line in
China

Sep 28 Metso to dismantle its Ventures Busi-
ness Ares

Sep 28 Moody's upgraded rating on Metso
Corporation to Baaz

October

Octa Fidelity Management Research

Corporation’s haldings in Metsc

decreased to 4.95 percent

Standard & Poor’s upgraded corpo-

rate rating on Metso to BBB-

Metso's interim Review, lanuary 1-

September 30, 2006: Strong order

intake and profitability improve-

ment continue; Confident outlook

for 2007

Metso updates its financial targets

and dividend policy

Oct 31 P Morgan Chase & Co’s holdings in
Metso to 4.99 percent

Octg

Oct2s

Oct 25

November

Nov2 Metso Corporation’s largest share-

holders according to the sharehclder

register on November 1, 2006

Metso Minerals Industries, Inc.

receives subpoena from Antitrust

Division of the United States Depart-

ment of Justice

Nov 16 Nomination Commiittee representa-
tives of Metso Corporation

Nav 21 A fiber line delivery to West Coast
Paper, India

Nov 23 Metso divests Metso Powdermet AB
in Sweden to Sandvik

Nov 29 1P Morgan Chase & Ca's heldings to
519 percent

Nov 3

December

Dec8 Metso draws EUR 100 million EIB
loan

Dec 12 Merso's acquisition of Aker Kvaern-
er's Pulping and Power businesses
cleared by the European Commis-
sion

Dec 14 Metso repurchased its own shares
for use as incentives for key person-
nel

Dec1s Metse signs EUR soo millicn
revolver

Dec 29 Metso completes the acquisition of
Aker Kvaerner's Puiping and Power
businesses




Investor relations

Principles

Mission and goals

The main mission of Metso's Investor Relations is to support
the correct valuation of Metso's share by providing infor-
mation related to Metso's operations and operating envi-
ronment, strategy, chjectives and financial situation so that
capital market participants can form a balanced view of
Metse as an investment,

We are alsc responsible for gathering and analyzing
marketinformation and investor feedback for use by Metso's
management and Board of Directors.

Our goal is to provide correct, adequate and up-to-date
information regularly and impartially to all market partici-
pants. We aim for promptness, transparency and good
service in our work,

Mode of operation

Metso's Investor Relations function is responsible for investor
communications as well as for daily contacts in cooperation
with Cerporate Communications. All investor requests are
processed centrally through Metso's investor Relations.

In addition to financial reports, Internet pages and the
investor magazine, Metsa's investor communications include
investor meetings and seminars in which Metso's top execu-
tives actively participate. We also organize a yearly Capital
Markets Day for investors and analysts,

Investor Relations

Silent period

We are not in contact with capital market representatives
during the three-week period prior 1o publication of the
annual or interim financial results.

Contact information

Johanna Sintonen, Vice President
Tel: 4358 20 484 3253
Email: johanna.sintonen@metso.com

Marja Kertesalo, Financial Communicator
Tel: +358 20 484 321
Email: marja kortesalc@metso.com

Elina Lehtinen, Financial Communicataor
Tet: +358 20 484 3215
Email: elinalehtinen@metso.com

Anne-Mari Ylikulppi, Assistant
Tel: +358 20 484 3117
Email: anne-mariylikulppi@metso.com

North America;

Mike Phillips, Senicr Vice President

Finance and Administration, Metso USA In¢,
Tel: +1 770 246 7237

Ernail: mike phillips@metso.com

Investar Relations email: metsoir@metso.com

Change of address

If your address changes, we request that you send written
notification of this to the hank where your book-entry
account is held. I your account is held at the Finnish Central
Securities Depository Ltd's account operator, please send the
written notification to:
Finnish Central Securities Depository Ltd.
PC Box 1mo
Fl-oo101 Helsinki
Fax: +358 20 770 6656
{Free customer helpline Monday to Friday g am-—4 p.m. EET,
tel. +358 800 180 500, only in Finnish and Swedish)

The netification must include the shareholder's name,
book-eniry account number or date of birth, and the old
and new address.

Metse ADS holders are requested to contact the Bank of
New York:

The Bank of New York

Investor Services

PO Box 11258
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Investor Relations

Church Street Station

New York, NY 10286-1258

Tel. (nat.}: 1-888-BNY-ADRS or 1-888-269-2377

Tel. (intl): +1-212-815-3700

Email: shareowners@bankofny.com

Internet: www.adrbny.com or www.stockbny.com

Other than shareholders are requested to notify the Metso
Corporate Office of address changes.

Investment analysis

To our knowledge, the following banks and brokerage firms
evaluate Metso Corporation as an investment. This is not
necessarily a complete list. Those listed here follow Metso
on their own initiative, and we are not responsible for any
statements they make.

Helsinki

ABN AMRO Securities

D. Carnegie

Deutsche Bank

Enskilda Securities

EQ Bank

Evli

E. Ghman Jior Fondkommission
FIM Securities

Handelsbanken Capital Markets
Kaupthing Bank

mMandatum Stockbrokers

CKO Bank

Rest of Europe

ABG Sundal Collier
Citigroup Global Markets
Credit Suisse
Danske Equities
Goldman Sachs

JP Morgan Securities
Lehman Brothers
Merrill Lynch
Standard & Poor’s
UBS
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Credit research

Barclays Capital

Danske Bank

Deutsche Bank

Dresdner Kleinwort Wasserstein
JP Morgan Secuiities

Nordea Debt Capital Markets
KO

The Royal Bank of Scotland

SEB Merchant Banking

Sociétd Générale

« Updated contact information on analysts following
Metsa is available at www.metso.com %

Forward-looking statements

It should be noted that certain statements herein which
are not historical facts, including, without limitation, those
regarding expectations for general economic devetopment
and the market situation, expectations for customer industry
profitability and investment willingness, expectations for
company growth, development and profitability and the
realization of synergy benefits and cost savings, and state-
ments preceded by ‘expects,“estimates,“forecasts”or similar
expressions are forward-looking statements.

These statements are based on current decisions and
plans and currently known factors. They involve risks and
uncertainties that may cause the actual results to materially
differ from the results currently expected by the company.

Such factors include, but are not imited to:

1. General economic conditions, including fluctuations in
exchange rates and interest levels, which influence the
operating environment and profitability of customers
and thereby the orders received by the company and
their margins;

3. The competitive situation, especially significant techno-
logical solutions developed by competitors;

3. The company’s own operating conditions, such as the
success of production, product development and preject
management, and their continuous development and
improvement;

4. The success of pending and future acquisitions and
restructuring.

& Additional information on Metso as an investment is
available at www.metso.com/investors »




Information for shareholders

Information for shareholders

Annual general meeting

The Annual General Meeting of Metso Carporation will be
held at 2.00 p.m. on Tuesday, April 3, 2007 at The Helsinki Fair
Centre (Messukaskus) in Helsinki, Finland. Sharehalders who
are entered as sharehclders in the Corporation’s shareholder
register maintained by the Finnish Central Securities Deposi-
tory Ltd. by March 23, 2007 shall have the right to participate
in the Annual General Meeting.

Shareholders who wish to participate in the meeting
shouid notify the Corporation of their intention to partici-
pate by no later than 4:00 p.m. on March 29, 2007 A notice
of participation can be submitted at www.metso.com, by
phone at +358 10 80 8300, by fax at +358 20 484 3125, or by
mail to Metso Corporation, PO Box 1220, FI-coio1 Helsinki.
Notices of participation must be received by the above-
mentioned deadiine. Any powers of attorney should also
be sent to the above address during the same registration
period.

Payment of dividends

The Board of Directors proposes 1o the Annual General
Meeting that a dividend of EUR 1.50 per share be paid for
2006. Dividends will be paid to those shareholders who
are entered in the Corporation’s sharehclder register main-
tained by the Finnish Central Securities Depository Ltd. on
the record date, 1.e. on April 10, 2007. The Board will propase
to the Annual General Meeting that dividends would be paid
on April 17, 2007.

Symbols and units used in trading

Metso Corporation has one share series. Metso's shares are
listed on the Helsinki Stock Exchange and are registered in
the Finnish Book Entry Register maintained by the finnish
Central Securities Depository. On the New York Stock
Exchange Metso's shares are listed as American Deposi-
tory Shares (ADS). Each Metsc ADS represents cne Meiso
share. The Bank of New York acts as the depository for Metso
ADSs.

Helsinki 5tock Exchange

Share
Trading code: MEQTY
Trading currency: EUR

New York Stock Exchange

ADS
Trading code: MX
Trading currency: USD

Indexes

Metso's shares are included in at

least the following indexes:

OMX Helsinki

OMX Helsinki Benchmark

OMXH25

OMX Helsinki Cap

OMX Helsinki Industrials

OMX Nordic

OMX Nordic 40

OMX Nordic Large Cap

VINX EUR PI

VINX Benchmark

VINX Industrials

Bloomberg World Index

Bloomberg World industrials Index
Bloomberg European 500 Index
Bloomberg European Industrials Index
Bloomberg Europe 500 Economic Sectors Index
Bloomberg Europe 500 Industrials Index
Bloomberg Europe-World Index

Dow Jones STOXX Index

Dow Jones STOXX Industrial Ingdex
Dow Jones STOXX 600 Index

Dow Jones STOXX 600 Industrial Index
Dow Jones World Industrials Index
FTSE Intl - World Europe ex-UK Index
FTSE World tndustrials Index

FTSE World industrial Engineering Index
S&P Global 1200 Index

S&P Europe 350 Index

S&P Euro Index

S&P Euro Plus Index

S&P ADR Index

Sustainability indexes

ASPI Eurozone Index

Dow Jones STOXX Sustainability Index
FTSE4GOCD Index

Ethibel Sustainability Index

SIX/GES Ethical Index

Kempen/SNS Smaller Europe SRl Index
Nordic Sustainability Index
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Gurlnveslorﬂa'gfazme Metso, Indexlisimeant§
fonshareholdersiand analystsfollowing our

Credit ratings
Metso's credit ratings are:

Standard & Poor’s (October 9, 2006-}
Long-term credit rating: BBB-

Cutlook: Stable

Ratings for bonds and EMTN program: BB+
Short-term rating: A-3

Moody's {September 28, 2006-)
Long-term rating: Baa3
Cutiook: Stable

Publication dates of reviews and reports in 2007

B Financial statements release 2006 February 7, 2007

b Annual Report and Sustainability Report, Week starting
March 12

B Annual Report in accordance with US. securities
requlations (Form 20-F) March 2007

B tnterim review for January-March, April 27, 2007

b Interim review for January-June, July 26, 2007

b Interim review for January-September, October 15, 2007

Distribution of financial information

We publish Metso's Annual Repert 2006 and Sustainability
Report in Finnish and English. They can also be read on
Metso’s Internet pages. We mail the Annual Report 2006 t¢
all Metso shareholders. We will mail the 2007 reports only 10
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those who have ordered it It can be ordered with the card
accompanying this report.

We will mail Form z0-F, the annual report in accordance
with U.S. securities regulations, upon requesl. We also
publish it an Metso's Internet pages and on the web pages
of the U.S. Securities and Exchange Commission (SEC) at
WWW.SEC.GOV.

we publish interim reviews in Finnish and English on
Metso's Internet pages. Webcasts of the related news confer-
ences are held in English and can also be viewed on Metso’s
Internet pages.

We publish Metso's releases in Finnish and English, and
they can also be viewed on Metso’s Internet pages. The
releases can be ordered by email through Metso's Internet

pages.

Ordering financial publications

www.metso.com/news & info > order publications
or

Metso Corporation

Corporate Communications
PO. BOX 1220

Fl-00101 Helsinki

Tel. +358 20 484 100

Fax: +358 20 484 3123

Email: metso.info@melso.com




METSO
U.S. GAAP RECONCILIATION
(unaudited)

Differences between International Financial Reporting Standards and U.S. GAAP

Metso’s consolidated financial statements are prepared in accordance with IFRS, which differ in
certain respects from the accounting principles generally accepted in the United States (“U.S. GAAP"), The
principal differences between IFRS and U.S. GAAP are presented and described below, together with
explanations of the adjustments that affect consolidated net income and total shareholders’ equity as of and for
the periods indicated. As detailed further below, the significant business combination of Valmet and Rauma,
which took place in 1999, is accounted for as the pooling of interests under IFRS, but is accounted for using the
purchase method under U.S. GAAP. This difference impacts the valuation of a number of financial statement
accounts at the date of the combination. For presentation purposes in the following reconciliation, the “Business
combination, net” item solely includes the impact of differences that arose using the purchase method under
U.S. GAAP, except for the employee benefit liability related to the transaction, which is presented under g)
Employee benefit plans. The other items reflect the post-combination differences between IFRS and U.S.
GAAP.

Year ended December 31,

2004 2005 2006

Reconciliation of net income
Profit attributable to equity shareholders in accordance with IFRS................ 143 236 409
U.S. GAAP adjustments:
a) Business combination, NEL............ccoieireeerrerninrisiensenererensssis e se e eesessesisnas 20 (18) (18)
b) Svedala: purchase accounting, net .. . (N )] (6)
d) Reversal of liabilities recognized in connectlon wnh a busmess

COMBINALON .....covivirnersinr it e s s sares s st s b st st e s e e onebonse 3) - -
e) Capitalized develOPMENt COSIS ........coccvoeiee e s s () (1) (3)
f) Fair value of financial derivatives ..............c.c...ovime i iisres e eesssens 3 (1) 3
g) Employee benefit plans........c.ooiincnccc e 9n (17 (5)
h) Early retirement plans........c.coooi i s - - 1
1) RESITUCIUFINE COSES <o.vovvereerrrerreerirnereressssnesessesssssessansssssensssssssssinssnnssnsrssrens (N 1 -
3 Net investment hedgZe ... it sennas 1 - -
k) Fees on bond eXChaNZE ...t ieinrsen s ssnns et srensssss s (2) 0 0
1) Goodwill IMpPairment.......coinii e sss e bt sernenes - - N
m) Amortization of goodWill ... - - (n
p} Discontinued OPErations ...t asressis (41) 2 -
@) MiISCEIlAnEots itemS.....veereeire et ers et en e 1 0 -
I) StOCK COMPENSAION. .. cruerrerrrenrerrersreersiresmereasetsessensanessesssssanesssseesssnsararsseses 0 n ()]
Deferred tax effect of 1J.S. GAAP adjustments ...........coveereevrverecirneeseasesnsenns 27 _3 1
Net incomte in accordance with U.S. GAAP .........iiivviinviineneer. 2 197 380
Income from continuing OPETations ........coe e 57 178 380

Discontinued operations:
[ncome from Discontinued operations, net of income tax expense tax
expense of €5 million and tax expense of €0 million for the years ended

December 31, 2004 and 2005, respectively ......cvvireriineinimnnsnieeroenns 17 1 -
Income (L.oss) on disposal of Discontinued operations, net of income tax
expense of €9 million and tax benefit of €0 million for the years ended
December 31, 2004 and 2005, respectively ... (712) 18 -
Net income (loss) on Discontinued operations..........ccroicinininecicnnens (55) 19 -~
Net income in accordance with U.S, GAAP ... — 197 280
Basic and diluted earnings (loss) per share:
COntINUING OPErALIONS......cciviiiitiii s b s 042 1.27 2.68
Discontinued OPETAtIONS .....ovivrerciemsereriararrassssmesemsassterasssemsms st amsssssarseresasans 0.41) 0.14 -

Total basic and diluted earnings (loss) per share...........ccoviiinicnieininnnen, 0.01 1.41 2.68




METSO
U.S. GAAP RECONCILIATION
(unaudited)

company is recognized as a reduction of the acquisition cost. The goodwill arising from the acquisition is
adjusted once the ultimate costs of the exit measures are realized.

In 2004, Metso reversed a restructuring provision of €3 million, which was recognized as part of the
Svedala acquisition,

¢) Capitalized development costs

Under IFRS, in accordance with IAS 38 “Intangible assets” certain internal development costs are
capitalized when it can be demonstrated that they will generate probable future economic benefits to the
company. In addition, it is required that the company has the intention and the resources to complete, use and
obtain the benefits from an intangible asset. The internally generated intangible asset is amortized over its
expected economic life.

Under U.S. GAAP, research and development costs are expensed except when it can be demonstrated
that they have an altemative use,

Under IFRS, in connection with the Aker Kvaemer Pulping and Power acquisition consummated on
December 29, 2006 Metso recognized capitalized development costs of €2 million, which will be amortized
based on its economic life. Under U.S. GAAP, in-process-research-and-development acquired in a business
combination, which has no future alternative use, qualifies as an intangible asset as of consummation date but is
charged to income immediately afterwards. The €2 million of acquired development costs have been
subsequently expensed for US GAAP.

f) Fair value of financial derivati\;es

As permitted by IFRS 1 “First-time adoption of International Financial Reporting Standards”, Metso
applied the transitional rules, which allowed prospective application of IAS 39 “Financial instruments:
recognition and measurement™ to financial statements beginning January 1, 2005.

Under U.S. GAAP, all derivative financial instruments are recognized on the balance sheet at fair value
with changes in fair values recognized through earnings unless strict hedge accounting criteria for cash flow
hedges or hedges of net investments have been met. In addition, SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities” requires the Company to bifurcate certain hybrid contracts (i.e. contracts
with embedded derivatives) and to fair value the derivative components through earnings.

2004

Prior to the application of IAS 39, Metso entered into forward exchange contracts to manage its foreign
exchange exposure related to firm commitments and anticipated revenues denominated in foreign currencies
other than the functional currencies. As permitted, Metso deferred the unrealized gains and losses (balance sheet
date fair values} on such hedges until the underlying transaction had been recorded in the financial statements.
Under U.5. GAAP, as Metso had not elected to apply hedge accounting, such unrealized gains and losses were
included in the determination of net income.

Prior to the application of IAS 39, the Company was not required to bifurcate and fair value foreign
currency embedded derivatives included in firm commitments. Under U.5. GAAP, firm commitments, in which
the currency is not the functional currency of either counter-party, must be fair valued on the balance sheet with
changes in fair values recorded through earnings.

Metso has entered into long-term swap contracts to hedge its interest rate exposure, The Company
accounted for the swap contracts using the accrual method. Under U.S. GAAP, swap contracts were fair vatued
and changes in fair values were included in the determination of net income. In 2005, deferred fair value
changes, which were previously recognized in U.S. GAAP carnings, were classified either as fair value or cash
flow hedges under IFRS.

4(10)




METSO
U.S. GAAP RECONCILIATION
(unaudited)

2005 -2006

Metso opted, in its transition to IFRS, to apply IAS 39 “Financial instruments: recognition and
measurements” as of January 1, 2005. The hedge accounting criteria related to designation and documentation
of derivatives as effective hedging instruments of underlying risk positions qualifying for hedge accounting
under IFRS, qualified for hedge accounting also under U.S. GAAP. However, Metso has decided to not apply
hedge accounting to the recognition of interest rate risk under U.S. GAAP.

The cumulative effect of the adjustments in Metso’s U.S. GAAP net income and sharcholders’ equity
for the years ended December 31, 2004, 2005 and 2006, respectively, is as follows:

Gross Tax Net
(€ in millions)

Changes in fair values recognized through 2004 U.S. GAAP

earnings:

Continuing OPerations.........coviinissii it ree e sersersresessones 3 (N 2

Discontinued Operations.........cccoevvorrnecrnnnsnescensssiessssressevesens {4) 1 3)
Shareholders' equity difference as at December 31, 2004 _2 A A
Recognition of forwards at fair value in retained earnings under

TFRS: ceeoverveesssermsosesssssssssssssssssssnssssessesssssesessssesssssssssssssssessssnes (3) | 2
Changes in fair values recognized through 2005 U.S. GAAP

earnings:

Continuing Operations ...........cccveeeeineimisinsis s (1) (0) (1)
Reversal of hedge reserves ... 7 (2) 5
Shareholders' equity difference as at December 31, 2005............ S5 A2 ]
Changes in fair values recognized through 2006 U.S. GAAP

carnings:

Continuing Operations .............ccivioiiisiiemimieeeceeesecec s 3 (n 2
Cumulative reversal of hedge reserves.......ovvicncicnciecniinnnn (15) 5 (10}
Shareholders’ equity difference as at December 31, 2006............ D 2 A5

g) Employee benefit plans
Pensions and other postretirement benefits

The companies within Metso have various pension schemes pursuant to local conditions and practices
of the countries in which they operate. Most of these programs are defined benefit pension schemes with
retirement, disability, death and termination income benefits. The retirement income benefits are generally a
function of years of employment and of salary with Metso, and are usually coordinated with local national
pensions. The schemes are generally funded through payments to insurance companies or to trustee-
administered funds as determined by periodic actuarial calculations. Metso provides certain health care and life
insurance benefits for retired employees. Substantially all the U.S. and Canadian employees are provided these
benefits. Under U.S. GAAP, SFAS No. 106 “Employers’ Accounting for Postretirement Benefits Other than
Pensions” requires Metso to accrue the estimated cost of postretirement benefit payments during the years the
employee provides services.

Metso uses December 31 as the measurement date for its pension plans.

At the transition to IFRS, the disability portion of the Finnish TEL (Employees’ pension plan) was
considered as a defined benefit plan requiring an actuarial valuation of the liability. Under U.S. GAAP, the
disability portion qualified equally as a defined benefit plan. Due to certain changes introduced in 2004, the
disability portion of Finnish TEL was no longer regarded as a defined benefit plan under IFRS. This change in
classification resulted in a reversal of TEL disability liability during the years ended December 31, 2004 and
2005, respectively. Under U.S. GAAP, the changes to Finnish TEL did not impact the classification.

5(10)




METSO
U.S. GAAP RECONCILIATION
(unaudited)

impairments. The testing is performed at the reporting unit level, which can be either an operating segment or
one level below operating segment. In the discounted cash flow method, Metso discounts forecasted
performance plans to their present value. The discount rate utilized is the weighted average cost of capital for
the reporting unit, calculated as the opportunity cost to all capital providers weighted by their relative
contribution to the reporting unit’s total capital and the risk associated with the cash flows and the timing of the
cash flows. Comparison methods (e.g., peer comparables) and other estimation techniques are used to verify the
reasonableness of the fair values derived from the discounted cash flow assessments.

U.S. GAAP requires the impairment test to be performed in two stages. If the first stage does not
indicate that the carrying values of the reporting units exceed the fair values, the second stage is not required.
When the first stage indicates potential impairment, the company has to complete the second stage of the
impairment test and compare the implied fair value of the reporting units’ goodwill to the corresponding
carrying value of goodwill.

In the years ended December 31, 2004, 2005 and 2006, respectively, Metso performed its annual
impairment test and concluded that there were no indications of impairment.

Subsequent to the annual impairment test, Metso Panelboard undertook a review of its current strategy
and determined that there was both a decrease in its future projected income based on the current environment
and a need for a new management strategy. As such, Panelboard concluded there was a risk of impairment.
Upon conducting the impairment test under IFRS, Metso recognized an impairment charge of €7 million,

Under U.S. GAAP, the impairment test resulted in recognition of an impairment charge of €8 million.
The difference in impairment charge under the two standards was caused by the non amortization of goodwill
under U.S. GAAP in the years ended December 31, 2002 and 2003, respectively, see note m) on amortization of
goodwill.

m) Amortization of goodwill

Under IFRS, goodwill was previously amortized over its estimated useful life. The amended 1AS 38
“Intangible assets”, which became effective for Metso as of January 1, 2004, reclassified goodwill and certain
other intangible assets, such as brand names, as intangible assets having indefinite economic lives.

Under U.S. GAAP, goodwill and certain intangible assets having indefinite lives are no longer subject
to amortization after January 1, 2002, with the exception of goodwill related to acquisitions between June 30,
and December 3 |, 2001, which was never amortized.

In the year ended December 31, 2006 Metso Paper wound up a business, which was unrelated to its
other ongoing businesses. The related goodwill was written off. Under U.S. GAAP the charge from the
liquidation was €1 million more than under IFRS due the non amortization of goodwill in 2002 and 2003.

0) Translation difference

Under [FRS, the Company records certain purchase accounting adjustments related to foreign
subsidiaries in euro, which is the functional currency of the Parent Company.

Under U.S. GAAP, purchase accounting adjustments are recorded in the functional currency of the
subsidiary to which they relate. As a result, currency translation differences have been recognized with respect
to such purchase accounting adjustments.

p} Discontinued operations

In November 2002, Metso announced having signed a memorandum of understanding with a Swiss
buyer Bobst Group SA to dispose of the Converting Equipment group, which manufactures equipment for the
packaging industry. The transaction was closed on January 30, 2004. On June 30, 2004 Metso completed the
disposal of its Compaction and Paving business line within Metso Minerals. Metso announced in November
2004 the sale of Reedrill, specialized in sale and manufacturing of drilling equipment, to Terex Corporation,
U.S. based group. The transaction was closed in December 2004.

8(10)
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U.S. GAAP RECONCILIATION
(unaudited)

In April 2005, Metso completed the disposal of its industrial gears unit, Metso Drives, to funds
managed by CapMan. Metso Drives was previously reported under Metso Ventures.

Under U.S. GAAP, the Converting Equipment group, Compaction and Paving business line, Reedriil
and Drives businesses meet the criteria of a component entity classified as held for sale under SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-lived Assets”, and accordingly, income from continuing
and Discontinued Operations has been presented separately and all prior period information have been restated
to reflect such presentation.

q) Miscellaneous items
Miscellaneous items include items, which are individually and in the aggregate immaterial.
r) Stock compensation

20034 options program

As permitted by the transitional rules of IFRS 1 “First time adoption of [FRS”, Metso applied IFRS 2
“Share based payment” to the financial statements as of January 1, 2004 to account for its stock option plans
prospectively. The Company measured the compensation expense for the outstanding stock options at fair value
by applying a Black-Scholes valuation mode!.

Prior to the January 1, 2006 adoption of Financial Accounting Standards Board (“FASB”) Statement
No. 123(R), “Share-Based Payment” (“SFAS 123R™), Metso elected to account for stock-based compensation
using the intrinsic value method prescribed in Accounting Principles Board (*APB”) Opinion No. 25,
“Accounting for Stock Issued to Employees” as permitted by SFAS No. 123 “Accounting for Stock Based
compensation”, and adopted only the disclosure provisions of SFAS No. 123.

In 2004, Metso granted 100,000 2003A stock options to the President and chief executive officer of the
Company which were variable options as the exercise price is not known until the exercise date. Under APB 25,
the compensation expense for variable options had to be remeasured at each balance sheet date. As of December
31, 2004, the compensation expense related to these options was not considered to be material under APB 25,
Due to an increase in the stock price and dividends paid in 2003, additional compensation expense relating to
the options of €1 million was recognized under U.S. GAAP for the year ended December 31, 2005, The
Company is not subject to taxes in Finland for its share compensation and therefore no deferred taxcs have been
recognized for the awards.

Effective on January I, 2006, Metso adopted SFAS 123R using the modified prospective transition
method, which does not require any retroactive adjustment of prior periods. The stock-based compensation of
the 2003A options was based on the grant date fair value estimated in accordance with the original SFAS No,
123. As a result of the adoption of SFAS 123R, Metso recognized €0.1million less compensation expense
(€0.1million increase in net income) for the year ended December 31, 2006, as compared to what it would have
recognized under APB 25 for the 2003A options (increase of €0.00 on both basic and diluted earnings per
share). The options became fully vested at April 1, 2006 and the related compensation cost for the three
months up to the vesting date amounted to less than €0. 1million both under IFRS and U.S.GAAP.

Share ownership plan for 2006-2008

As part of the remuneration and commitment program of the management, the Board of Directors
decided in December 2005 upon a share ownership plan covering a maximum of 360,000 treasury shares to be
granted during the 2006-2008 strategy period. The shares granted during 2006 include a maximum of 94,985
Metso treasury shares subject to a cap price of €38. It limits the maxjmum number of shares, which can be
awarded, to the number of shares granted multiplied by the cap price and divided by the prevailing share price
should the latter exceed €38, If the share price exceeds €38, the number of shares awarded shall be reduced on a
pro rata basis. The final number of shares distributed will be based on the average share price between March 3
and March 16, 2007. The earning criteria is set each year separately, for the plan in 2006, the main eamings
factors are the operating profit targets and four years of service subsequent to grant date. The incentives consist
of both shares and cash, the latter to cover income taxes and tax-related payments of the beneficiaries.
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Accounting for the compensation expense

Under TFRS, the compensation expense for the shares, which is accounted for as equity-settled, is
recognized as an employee benefit expense with corresponding entry in equity. The cost of the equity-settied
portion, which will be evenly recognized during the required service period, is based on the market value of
Metso treasury shares on the grant date in February 2006. The compensation expense for the cash is accounted
as a cash-settled plan and is recognized as an employee benefit expense with a corresponding entry in short-term
liabilities as the cash portion will be settled in the end of March 2007 once the shares have been awarded. The
cash setiled portion of the plan is fair valued at each balance sheet date based on the prevailing share price. The
management makes an assessment at each balance sheet date of the probability for the conditions to vest.

Under U.S GAAP upon adoption of FAS 123R, the share awards are accounted for as liability awards
as the cap price of €38 effectively results in a fixed monetary award that is settled in a variable number of
shares. Under FAS 123R, the compensation cost of the share award is fair valued at each balance sheet date and
recognized ratably over the shorter of the service period or the period to refirement eligibility with a
corresponding entry in long-term liabilities. Upon settlement of the award by issuance of shares, the award will
be accounted for as an equity award and compensation cost will be fixed at that date and recognized ratably over
the remaining service period. The difference between U.S. GAAP and IFRS was immaterial related to this
portion of the award in 2006. Under US GAAP, there is no difference from IFRS in the accounting for the cash
award.

No other warrants or convertible bonds were outstanding as of December 31, 2006.
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Business areas

Metso Paper

Rautpohjankatu

PO. Box 587

Fl-40101 Jyvaskyld, Finland

Tel: +358 20 482 150

Fax: +358 20 482 151

Internet: www.metsopaperLom

Metso Minerals

Fabianinkatu g A

PO. Box 1220

Fl-coo1 Helsinki, Finland

Tel: +358 20 484 100

Fax: +358 20 484 3216

Internet: www.metsominerals.com

Countries with Metso operations

Graphic design Hilanders

Metso Automation

Tulppatien

PO. Box 310

Fl-ocg11 Helsinki, Finland

Tel: 4358 20 483150

Fax: +358 20 483 151

Internet: www.metsoautomation.com

B Metso's production, sales and service units
O Metse’s sales and service units, no production

Addresses

Corporate Office

Metso Corporation

Corporate Office
Fabianinkatu g A

RPO. Box 1220

Fl-coiet Helsinki, Finland
Tel: +358 20 484 100

Fax: +358 20 484 101
Internet: www. metso.com

Metso USA, Inc.

2600 Courtyards Drive
Norcross, Georgia, 30071
USA

Tel: +1 770 263 7863

Fax: +1770 441 9652

« All of Metso's addresses are
available on Metsao's website at
www.metso.com > contact us >
Metso Worldwide »
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